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TRAINING COURSES CONDUCTED BY LIFE INSURANCE 
COMPANIES 


J. Harry Woop 


Two statements should be made at the beginning of this paper— 
(1) that when we use the word ‘‘company”’ in connection with train- 
ing courses we mean more often than not Agency training courses, 
because few companies have a training plan to be followed rigidly 
in all Agencies; and (2) that an assumption is made that the raison 
d’etre of these remarks is to attempt to give some background which 
may possibly be of value to you when planning insurance courses for 
(a) regular college students and (b) those men now in the business 
who will be in your special classes for their further education. 

Training courses are not static, but have been changing through 
the years and will continue to change in the future. In order to 
understand the reasons for present trends in training courses, it is 
necessary to know briefly about the development which has taken 
place to date. 

Old-timers in the business are in the habit of summing up their 
training by saying that they ‘‘received a rate-book, some applications, 
and a pat on the back’’. This statement, while an exaggeration, 
roughly sums up the training as given and received until about twenty 
(20) years ago. 

About that time a few companies started some correspondence 
courses for new agents. For the most part the lessons were sent out 
from, and the answers to the examination questions were returned 
to, the Home Offices. While it is interesting to know that ‘‘formal’’ 
training courses were originally correspondence courses, it may not 
be of great importance to know why this was so. It would seem, how- 
ever, that it was due to several reasons—(1) the advertising about 
that time which was being given to correspondence schools and courses 
of various kinds, (2) the fact that someone in the Home Office wrote 
them, and (3) a belief on the part of the one who wrote the course 
that inasmuch as the Manager was not familiar with the background 
of the course, he could not ‘‘give it’’. 

While a few companies sponsor correspondence courses even today 
for the avowed purpose of training the new man, their vogue passed 
out about the middle ‘twenties. 

As the popularity of correspondence courses waned, some companies 
established ‘‘educational departments’’, and many which did not do 
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so added these so-called educational duties to those of the regular 
agency department staff. The Home Office instructor would go to 
an agency to give a ‘‘course’’, sometimes for new men, sometimes for 
experienced men, often for both. The average course lasted perhaps 
for one or two weeks. This type of company course began to lose 
support in the late ’twenties, and while it is not entirely in the dis- 
card today, it is not much more prevalent than correspondence courses. 

Why have both types of training, or training courses, lapsed into 
disfavor? The answer should be of interest: The results were not 
commensurate with the time, effort and money expended. Why? 

The correspondence courses for the most part were written from 
an actuarial point of view. The lessons were not immediately prac- 
tical, nor was the study absorbingly interesting. A relatively small 
number who began the course completed it. 

The courses given during the educational department era were be- 
gun at the time when certain new uses for life insurance were being 
much discussed, such as life insurance for partnership, corporation, 
taxation, and bequest purposes. 

It was obvious, was it not, that specialists in these new uses were 
to be hired as instructors—and these instructors too often stressed 
their pet specialty. The result for the new man nearly always, and 
for the experienced man frequently, was factual indigestion. 

There was another type of company training which went on simul- 
taneously with the foregoing and was given by a very small number 
of companies—that of bringing the new man to the Home Office for 
study before beginning to sell. This was expensive, and for the most 
part has been discontinued. 

All three of the above methods were doomed for one reason above 
all others—the Manager was short-circuited; he was not an integral 
part of the training, yet he was hired in part to do the training. 
Usually he was not in sympathy with these methods. He looked upon 
them one and all as academic, without demonstrable practical value, 
and constituting a different kind of training than he would or could 
follow up. To a large degree, the point of view of the Manager was 
correct. 

As the companies realized from experience that there were many 
weaknesses and objections to these various plans, they began to leave 
the preliminary training to the Manager where it obviously belonged. 
Speaking generally, while the expense to the company was less, the 
results were little if any better. Why? 

The answer seems to be that the Manager knew little about either 
teaching or training. He was left to shift for himself, to invent his 
own methods and procedures—and all of this required time. In short, 
the Manager had not been trained to train. 

It would seem to be a fair statement that for the past half dozen 
years many companies have been in the process of (1) providing their 
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Managers with some tools, such as training courses, to use in training, 
and (2) giving thought in most cases, and actual efforts in others, 
to the job of training the Managers to train. This has been, and still 
is, in the preliminary stages because too often the Home Office may 
know little about proper training and how to go about it. 

There has been present in all the plans discussed, and it is still 
present today, another fundamental weakness in training plans. I 
am here, of course, speaking of the preliminary or formal period of 
training. That weakness is the fact that most of us have confused 
education with training. 

I realize that I am now on dangerous ground, but if you will bear 
with me for a moment an effort will be made to clarify that statement. 

First, we must realize that under present-day conditions it is nee- 
essary for the new man to be in the, field selling very quickly after 
becoming associated with an agency. The time varies from three days 
to three weeks, with exceptions of course. We may deplore this fact, 
but we cannot deny it. Therefore, if the new man is to survive he 
must obtain in his preliminary training course that which will enable 
him to sell. This is minimum knowledge, maximum technique and 
proper habits of work. By technique we mean the prospecting methods, 
sales talks, and so on; by habits of work we mean planning the day’s 
work and following through, together with an analysis of the results 
in order to plan more effectively. Minimum knowledge is that knowl- 
edge, and that knowledge only, which is essential to selling the in- 
surance plan on which he is to begin. 

Some knowledge is a requisite for the development of technique; 
but the technique of sales talks and so on, is perfected in the beginning 
not by study but by drill and rehearsal. In short, a major job of 
the new agent is similar to that of the new actor—to learn his lines, 
and how to say them, and to whom to say them. 

Knowledge there should be, and the more the better, but obtained 
gradually and continuously for as long as he remains in the business. 

Parenthetically I might remark at this point that the historical 
development of training courses could have been sketched differently 
—e.g., from policy selling to need selling; but inadequate as is the 
method which has been used, together with all the exceptions and 
qualifications that could and should be made if time permitted, it 
seems, nevertheless, that it gives a truer summary. 

What about training courses today? They vary from nothing at 
all to fairly complete plans. Broadly, however, they can be divided 


into two general groups— 
(1) Package or Single Needs Selling Courses 
(2) Program Selling Courses 


The Single Needs Courses could be summarized crudely by saying 
that the subjects covered are— 
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Fundamentals—the mathematics 

Needs—uses for life insurance 
Prospecting—how to find people who will buy 
Sales talks—what to say to prospects 
Planning—the work necessary for success 


A week would seem to be the average length of time for this formal 
training—although of course the training supposedly continues in- 
definitely. 

In Program Selling Training Courses, the same subjects are covered 
plus the study of programming life insurance itself. A period of 
two to three weeks is usual in this type of training during the formal 
period. Essential minimum knowledge in this type of training is 
much more. Whereas in Single Needs Selling only one need and plan 
have to be mastered in the beginning, in Program Selling an under- 
standing of all needs is essential, together with a good working knowl- 
edge of settlement options. 

Field work with the Manager is usually an essential part of most 
training plans. 

As an appendix to this paper is added the schedule of a training 
plan that is in fairly general use on Single Needs Selling. It seems 
necessary to state that this plan stresses training as against education 
—most training plans which differ from it will do so because they 
stress knowledge as against technique. 

Is present-day training satisfactory? The answer is in the negative. 
Average production is too low and turnover, especially during the 
first two years, is far too high. Weakness in training is not the entire 
reason of course, but it is one of the major ones. 

To improve the training now being given, several things would 
seem to be necessary— 


(1) Develop the ability of the Managers along training and 
teaching lines. 

(2) Continue to stress the development of technique more 
and more, without sacrifice of essential knowledge. 

(3) No. 2 automatically requires that more time be spent 
in preliminary training. 

(4) Organize for continued training and education in later 
months and years. 


If the present preliminary training is open to constructive criticism, 
later training and study aids are more so. Many Managers who are 
fairly well satisfied with their formal training plans, are thoroughly 
dissatisfied with their plans for the continued development of the 
agents. The C.L.U. movement has been the answer in many cases, 
but not in all. 

Let us leave for a moment the training problem as affecting new 
men. This new man becomes an experienced man. What then? 
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He comes upon new questions and problems almost daily, which 
require new information and knowledge on his part. Depending upon 
the agent, his Manager and the facilities for study, he continues to 
learn—auntil or unless he ‘‘gets into a rut’’. The ‘‘rut’’ can be selling 
the same thing to the same type of prospects, or it can be lack of 
effort necessary to learn the new things that are demanded if he is 
to keep up with the parade. 

This learning, however, is too often accidental, unorganized and 
spasmodic. 

Partly through lack of regular organized instruction after the first 
few months in the business, too many men remain on a production 
plateau no higher than the level on which they were during the first 
few months. Result: turnover, or stagnation. 

Before asking wherein university courses may be of help in this 
general problem, I should like to mention briefly that most of us today 
are convineed that the insurance agent who functions to the best in- 
terests of society sells life insurance not so much as a commodity in 
itself, but through a knowledge of the problems of his prospects is 
able to offer a solution in the form of life insurance. 

A particular person is the ‘‘key man’’ of a business; without his 
services the business will suffer. His life is insured for the amount 
involved. 

Partnerships must be liquidated on the death of one. A purchase 
agreement is drawn up, and life insurance is placed on the life of 
each partner so that there may be funds to carry out the purchase 
agreement. 

Taxes falling due at death may require liquidation of the estate 
at tremendous sacrifice. Life insurance is purchased to provide the 
necessary funds when needed. And so on in many different kinds 
of cases. 

The new agent needs training to develop technique for making 
early simple sales; the experienced agent, of course, needs technique, 
but he needs knowledge—much knowledge—on a variety of subjects, 
the least of which may be life insurance. 

These observations may or may not contain any idea of value to you 
when considering courses for undergraduates. Frankly, I have neither 
the ability nor the nerve to make any suggestions at all along this line. 

To the extent that the remarks and observations made are accurate, 
certain suggestions can be made for use in considering special courses 
for men now in the business. 

1. If the lessons the companies have learned are applicable 
to you, it would seem that courses should not be prepared 
for the purpose of doing the job which is the Manager’s 
—that of preliminary formal training. 

2. There is a definite place for special courses, however, in 

that field where the Manager is not, and perhaps should 
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not be, expected to function—that of carrying on in- 
struction and the learning process so that the agent will 
develop and as a result, have a right to expect that he 
may go from one plateau of production to a higher one, 
and yet a higher one. 

3. It is the job of the Manager to develop techniques; your 
courses should therefore provide ideas, information, 
knowledge. 

4. In the proper, full development of the agent, a thorough 
grounding in what we call the mechanics—or mathematics 
—of the policy is desirable; but even more important is 
a working knowledge of other fields, professions and 
businesses which will permit him to diagnose and pre- 
scribe. 

5. Life insurance agents, as any other group, are of varying 
degrees of ability. If those of high ability are to remain 
interested, the course cannot be geared to the level of the 
lowest group. Someone has to exercise some judgment 
in drawing up requirements for enrollment. 


The remarks in this paper should perhaps have been qualified more 
often. Exceptions should perhaps have been more frequently noted. 
But that would have carried us along too many byways, branching 
from a subject on which it is quite generally agreed that our knowl- 
edge is still tentative. ¢ 


Appendiz 
THE WEEK’S SCHEDULE 

First Day 

1. Begin by discussing needs for life insurance in general; then in 
terms of the new man’s own situation. That is, mention the pri- 
mary needs which life insurance covers, the Clean-up Fund, the 
Readjustment Fund, the Minimum Income for the Family Fund, 
the Educational Fund, the Retirement Income Fund, and the 
Mortgage Cancellation Fund. Then to make this discussion prac- 
tical, analyze his needs for insurance to make him conscious of 
the fact that everyone has one or more of these needs. These 
should be taught particularly in regard to his own situation, first 
because it is likely that in the beginning he will be attempting 
to sell people who are like him in many respects and who have 
the same needs. 

2. If you have not already given him a booklet on ‘‘Needs’’ to read, 
do so after this discussion. Leave him, if you care to, during 
the period of time he is studying this book. 

3. After he has finished studying his book, ask him questions about 
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specific needs in order to be certain that he understands it. A 
knowledge of needs is undoubtedly the first thing which he must 
acquire, for several reasons: first, he cannot understand the why 
of life insurance until he has an understanding of needs; second, 
he cannot with intelligence help select the sales talk which he 
wishes to use until he knows for which need he wants to sell; and 
third, he cannot prospect intelligently for the plan which he in- 
tends to sell until he knows something about needs and which 
people have these needs. 

Discuss with him the necessity for continuous prospecting and 
how important prospecting is to the success of the average agent. 
Demonstrate a prospecting interview with a center of influence. 
Let the new agent be the center of influence acting the part of 
himself in his old job, and you, the Manager, act the part of agent. 
Approach him and get prospects from him, not only names but 
complete information. Use the prospecting sales talk which you 
intend him to use when he starts out on these interviews himself. 
Inform him that one of his jobs for the evening is to memorize 
as well as possible this particular prospecting sales talk. 

Give him a book on prospecting to study and ask that he begin 
to write down, during the day if there should be time, or during 
the evening if there isn’t, names of people whom he knows. You 
will explain to him, of course, the kind of people whose names 
you want him to write down, ete. 


Second Day 


1. 


2. 


Give him an opportunity to ask you any questions that have arisen 
in his mind, either about needs or prospecting. 

Ask him questions on needs and prospecting, first, in order to find 
out if he has learned as much as he should, and second, because 
the telling of it to you will aid him in learning it better and more 
thoroughly. 

With him acting as the center of influence again, go through the 
same prospecting sales talk with you, the Manager, as the agent. 
Then have the new agent give you the prospecting sales talk, you 
being the center of influence, and he, the agent. 

Continue this drill on the prospecting sales talk until he can get 
through it in a fairly satisfactory manner. 

If he has not completed his study of the chapter on prospecting, 
have him complete it at this time. 

Make at least one joint call in the field on one of your centers of 
influence for prospects. You, the Manager, handle the interview 
and introduce the new agent merely as one of your new associates, 
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and instruct him to remain silent during the interview and merely 
observe. 

8. On your return to the office, begin to build with him a prospect 
file, informing him as to why it is necessary that there should be 
a prospect file, and instructing him in the procedure of using it. 


Third Day 

1. Give him an opportunity to ask you any questions which may 
have occurred to him since last seeing you. 

2. Continue the office drill on the prospecting sales talk: first, with 
you as the agent and him as the center of influence. Then reverse 
the order. 

8. The afternoon should be spent in the field calling on centers of 
influence for prospects. You should take the first one yourself 
and then let the agent handle the balance of the interviews during 
the afternoon. (The office drill will of course have indicated to 
you that he is ready or not ready to go out at this particular time. 
He should be ready.) 

4. For his evening assignment, give him a book on ‘‘Single Needs 

Selling’’ to read and study, and, if possible, agree on the sales 

talk he should memorize. 


Fourth Day 

1. Give him an opportunity to ask any questions which may have 
arisen since last seeing him. Z 

2. Have him go out alone on prospecting interviews to some of his 
centers of influence, asking that he return at noon and report. 

3. Immediately after lunch, demonstrate the sales interview, the new 
man being the prospect, and you, the Manager, being the salesman. 

4. Make at least one interview in the field with the sales talk, you, 

the Manager, handling the entire interview, the agent merely ob- 

serving. 

Return to the office and complete the work record. 

For his evening assignment, have him study further the book on 

‘*Single Needs Selling’’ and tell him to memorize the sales talk 

which you are using because the next day he is to handle at least 

one interview himself. 

Fifth Day 

1. Give him an opportunity to ask any questions that may be on 
his mind. 

2. With you as the salesman, give him the sales interview in the 
office. Then reverse the procedure, having him give the talk to 
you. 

Go out in the field for the rest of the day, making at least three 
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interviews, you handling the first one, and he the next two, with 
this particular sales talk. Complete the work record upon re- 
turning to the office. 


Sixth Day 
This day should normally be spent in the field alone by the new 
man either selling or prospecting. In some cases, however, the 
Manager will want to have him in the office for further drill or 
to continue his studying of some phases of the work which he 
has failed to grasp thus far. 


The Second Week 

1. Every morning an opportunity should be given the new agent 
to get the answers to any questions that have arisen during the 
previous day. 

2. For at least the first two mornings, and thereafter for as long 
as seems necessary, the new agent should give the sales talk to 
you the first thing in the morning, you being the prospect and 
he the salesman. This sales talk will not be absolutely perfect 
for some time and it will require constant checking on your part 
to see that it is being developed correctly. 

3. You, the Manager, should go out in the field with the new agent 
for at least two half days during the week, one of them to observe 
him prospecting with the sales talk, the other to observe him 
selling. 

4. During this time you will also have pointed out to him, and demon- 
strated as well, how to get prospects by the endless chain method. 

5. Be sure that he completes his work record every day. 

6. On Friday evening give him a book on work habits to read and 
study over the week-end. 


Third Week 


1. Repeat the procedure of the second week. 


2. At the end of the week give him a book which explains the basis 
of life insurance—the ‘‘fundamentals’’, in an elementary way, to 
study over the week-end. 


DISCUSSION BY 
Epison L. Bowers 


I think all of us will agree that Mr. Wood has given an excellent 
discussion of the efforts over the years to provide satisfactory training 
for life insurance representatives. That many of these efforts have 
resulted in failures is all too obvious; equally obvious is the fact that 
most life insurance companies are still searching for better ways to 
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train new agents as well as to enhance the usefulness of agents of 
greater experience. Those of us who are teaching insurance classes 
in the college and universities are likely to be most interested in the 
preparation of college men and women for entrance into the life in- 
surance profession, although, as Mr. Wood suggests, the facilities of 
advanced educational institutions should also be made available to 
the experienced underwriter. 

It has long been an established dictum in the educational field that 
teaching and training must be adjusted to the capacity of the student. 
The student of exceptional capacity will educate himself with very 
little assistance from the teacher; the student of low capacity cannot 
be properly trained even by the best of teachers. If life insurance 
companies were always able to command only those students who 
possessed the recognized attributes of a successful underwriter the 
problem of training would be immeasurably simplified. There would 
still exist, of course, the need for the usual agency assistance relating 
to selling techniques, office procedure, budgeting of time, and so on, 
but many features of today’s baffling training problems would be 
greatly mitigated or cease to exist. 

Life insurance companies, like all other reputable concerns, are 
anxious to obtain the services of the highest calibre college graduates 
both for the home office and for the local agencies. With the passing 
of time more care is being exercised in the choosing of properly- 
qualified persons and in devising ways for making their first months 
of employment attractive and remunerative. In the selling area this 
task has fallen mainly upon the local agency, the amount of home- 
office support varying from company to company. 

Local agents in coping with the problem of securing satisfactory 
personnel encounter certain very challenging difficulties. The op- 
portunity which life insurance selling offers is one of following an 
old and honored profession, not of holding down a job, yet the pros- 
pective agent sees about him persons selling insurance who are not 
now and never will be of professional calibre. However forceful may 
be the arguments of the successful underwriter that the poorly 
equipped salesman is merely an unwelcome appendage of the insurance 
organization, and is gradually passing out of the picture, there is no 
denying the fact that the typical college graduate looks askance at 
the professional opportunities offered by life insurance and tends to 
eompare life underwriting with other ‘‘jobs’’ which are coming to 
his attention. Once the comparison begins, it quickly extends to the 
relative earnings in the several fields. The graduating senior, fre- 
quently burdened with educational debts and hungry for spending 
money, is strongly attracted by the offer of an immediate and certain 
ineome. He tends to magnify the present at the expense of the future. 
He does not stop to consider that his seemingly certain monthly salary 
will not continue unless he ‘‘makes good.’’ He underestimates the 
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‘*growing power’’ of the underwriter’s income. He fails to anticipate 
the relative degree of freedom enjoyed by professionalized pursuits. 
These views and attitudes, when translated into action, produce these 
general results: 


1. The life insurance business does not get its share of capable 
college graduates, partly because, in the eyes of the graduates, it offers 
less to the beginner than do other types of business, partly because 
these other businesses are the first to contact the students; 

2. The life insurance business gets more than its share of mediocre 
and poor college graduates, largely because its policies of hiring and 
training give it the ‘‘culls’’ of the graduating class; 

3. A small and woefully insufficient number of capable college 
graduates enter the insurance profession by design or accident. 


The life insurance business, generally speaking, recognizes this un- 
satisfactory situation and some underwriters are making strenuous 
attempts to correct it. The methods used vary widely. A few com- 
panies have wisely assumed that the only way to compete with non- 
insurance business is to offer equally attractive opportunities from 
the beginning. In pursuit of this policy, they have contacted students 
from six months to two years before graduation and have offered them 
excellent training facilities and satisfactory salary arrangements. In 
exchange for the loyal services of an outstanding prospect these com- 
panies agree to make a substantial financial investment, the uncertain 
returns on which cannot be realized for some time to come. 

Other companies pursue, what appears to me, to be a defeatist 
policy. They search for men between the ages of 25 and 40. Local 
agents know from experience that they can sometimes find a good 
salesman in this way. At least he will have more maturity and ex- 
perience than the student who is about to graduate, and certainly he 
will have a greater range of acquaintances to whom he may sell in- 
surance. But however desirable this approach may be to the local 
agent, I do not think the colleges and universities can afford to ac- 
quiesce to it as a general policy. Should a teacher of insurance say 
to a prospective graduate who is or may become interested in the life 
insurance profession: ‘‘The life insurance companies want older and 
more experienced men, so you must find other work for three, five or 
ten years and then perhaps you can sell life insurance. But do not 
get a position that will be too attractive to you, otherwise you will 
not wish to leave it. In other words, you must be ‘aged in the wood’ 
for a while.’’ This is surely not the way other professions have ad- 
vanced and it is not the way for the life insurance profession to 
attempt to advance. 

The desire of some of the local agents for more mature persons for 
life insurance selling cannot be passed over lightly. It is a challenge 
to the educators to devise a way to supply the type of individual de- 
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sired. Perhaps a partial answer is an extra year of college work. 
Only the better students could qualify and a good student who has 
had a year of graduate work is far more mature than a mediocre stu- 
dent who has not enjoyed the additional training. But college gradu- 
ates are not likely to overlook current offers from non-insurance 
sources and assume the extra expense of an additional year of train- 
ing unless they have reasonable assurance that the life insurance busi- 
ness will continue the training along lines which are not feasible for 
university instruction, meanwhile providing a system of remuneration 
which will support the young underwriter until he can establish his 
earning capacity. Assuming that the training provided by the in- 
surance company either at the home office or in the local agency, or 
preferably both, will require from six months to a year, or longer, 
the trainee will be two or more years older than the typical college 
graduate and will have added much to his maturity. He should make 
a much better underwriter than either the regular college graduate 
or the older individual who enters life insurance work by a circuitous 
route. 


1 
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TRAINING COURSES CONDUCTED BY FIRE AND MARINE 
INSURANCE COMPANIES 


J. Victor Herp 


After accepting the invitation from your President, Dr. Loman, to 
speak to you on the subject of ‘‘Training Courses Conducted by Fi 
and Marine Insurance Companies,’’ I began to wonder whether y 
had assumed an asset or a liability. The subject is so broad in i 
scope that a truly detailed analysis such as might appeal and be 
concrete value to you who have chosen teaching as your professi 
would require more time to compile and consume more time in de- 
livery than most of us are able or would be willing to endure. There- 
fore, after making due inquiry of Dr. Loman’s office and placing my- 
self for the occasion in your position, it seemed that a general resume 
of the subject from the viewpoint of an insurance company official 
would probably be more appropriate and interesting. 

In the preparation of this material, a copy of the survey conducted 
during 1936 by the American College of Life Underwriters and en- 
titled ‘‘College and University Courses in Insurance’’ came to my 
attention. While admittedly it contains ‘‘blind spots’’ as does any 
survey conducted by questionnaire, there appears, amongst interest- 
ing statistics, this statement on page 21: 

‘*Little by little, it is being increasingly recognized that the 
subject of Insurance applies vitally to the future welfare of 
every graduate who leaves a school of business and that it is just 
as fundamental to personal and social well being as most of the 
other basic courses now required in our school of business.’’ 


At this point it appears wise to separate definitely, for the purpose 
of this discussion, the student who is taking an insurance course as 
an adjunct to a business course (probably in preparation for a career 
in some line of endeavor other than insurance) from the student 
whose announced career is insurance or, even more definitely, fire in- 
surance as distinguished from life and casualty. 

Such lay students, rather than being drilled in details as to forms, 
rates and classes of insurance, might derive more benefit in later life 
from a general treatment of the whole subject of insurance in its 
relation to our economy. From experience, I feel that the average 
business man, dealing with his insurance problems, does not have 
sufficient insurance knowledge to weigh properly the necessity for, 
nor the security offered by, various types of coverages and carriers. 
When negotiating an insurance contract with a business man who has 
had a limited insurance experience or part-time instruction in insur- 
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ance, the old adage, ‘‘A little knowledge, and so forth 

often applies. In the main, such courses ought to be labeled definitely 
as to their limitations, and graduates might well be advised to place 
their insurance problems in the hands of competent insurance agents 
or brokers, relying on them to keep informed of the constantly chang- 
ing conditions of insurance costs and methods of coverage. The im- 
portance of proper general training of these lay students has not been 
adequately recognized by the insurance trade. After all, it is not, 
in the final analysis, the individual who is entering our trade upon 
whom we are dependent for our future business, but upon the con- 
sumer of our product. The better we can equip these men to judge 
their needs and buy intelligently, the better it will be for all. Much 
improvement in this Department would probably result from research 
and joint efforts by your Association and the industry. Whatever we 
do, let us, between us, avoid teaching the future purchaser of in- 
surance one philosophy and the future salesman of insurance another. 
We will be creating confusion which is bound to react unfavorably 
against all of us. 

As to the student whose career is insurance: It would be well to 
ascertain, whenever possible, what particular field of insurance en- 
deavor he elects to follow. Probably this is attempted, but as I shall 
point out later, there appear, as yet, too few college insurance courses 
where the fire insurance student or student of any insurance course 
is enabled to concentrate on his chosen class. Judging from university 
graduate applicants interviewed at our head office and reaching us 
from all sections of the United States, there is not enough attention 
given by the instructors, the students, or their parents, to qualifications 
for their future tasks. This is an old story applicable to any college 
work and admittedly resolves itself into a personnel problem. To 
ignore it usually results in wasted time, energy, and money, followed 
by disappointment. If, as the C.L.U. survey indicates, there is a 
rapidly increasing tendency in additional schools to inaugurate full- 
time insurance courses with full-time insurance instructors, then such 
schools and instructors are bound to be judged finally by the degree 
of success enjoyed by their alumni. The C.L.U. survey reported that 
while there were only 30 schools with established insurance courses 
prior to 1925, since that time an additional 49 have introduced in- 
surance, 

Perhaps a recent personal experience constitutes a concrete illus- 
tration of some importance. Last fall a strapping young fellow, ap- 
parently with all the personal qualities for which insurance company 
management is always on the alert, applied for a position at our 
office. Questioning developed that he had had college instruction 
in insurance and business, but it also developed that he had spent the 
summer following graduation in a C.C.C. Camp. After pressing him 
as to what he really wanted to do as his life’s work, he revealed that 
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he had studied forestry on the side, was keenly interested in it and 
if free to make his own choice would follow it as his work. He had 
studied insurance and applied to us for a position because his father 
had insisted upon it. As soon as we rejected his application, he 
thanked us and departed in a happy state of mind. The point is that 
had his application been accepted, the mistake that was made when 
the young man was induced to study insurance would have been per- 
petuated. Within our own organization we have had innumerable 
similar instances, and no doubt they are multiplied many times by 
the experiences of other insurance companies. 

These problems also apply to individuals within the organization 
who might be doing statistical or accounting work when better quali- 
fied for production activity, or, the reverse is often true. However, 
some place along the line a lever was thrown which switched them to 
the wrong track. It is easy to wave these questions aside as personnel 
problems of the employment manager, but a good turn would be done 
to all concerned were the young man put on the right track in the 
beginning, should he be considering the insurance courses without 
thinking the problem through as it relates to himself. Unless we 
agree upon some procedure to assist these young people in their de- 
cision when looking at the field of insurance as their possible vocation, 
the problem will become steadily more acute, as specialized college 
instruction in insurance becomes more general. 

Beyond the refinement above recommended and assuming that the 
prospective student qualifies, it would be well to ascertain whether 
he is peculiarly fitted for any particular branch of insurance—fire, 
marine or casualty. Should it be fire insurance and the student is 
sufficiently alert to his own qualifications or limitations, he might be 
able, with help, to elect to which branch of the fire insurance business 
he is best suited and devote himself to subjects related directly there- 
to. The branches are: 

1. Company Underwriting branch 

This includes consideration, acceptance or rejection of risks 
and the statistical and accounting performances related 
thereto. 


2. Company Financial branch 
This deals primarily with the investment of company funds. 


3. Production branch 
This is divided: 
(a) fone or brokerage, dealing direct with insuring 
public. 
(b) Company activity—usually special agents (or field 
men) who deal primarily with agents or brokers, 
but who, if properly equipped, will understand and 
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be able to assist the agent or broker with his pro- 
duction problems. 


Any one of these three general divisions of the fire insurance busi- 
ness could be broken down into very important sub-divisions. As an 
example, the question of taxes is becoming increasingly prominent in 
any business, and specialized study and instruction in this department 
as it relates to the fire insurance business might prove a useful and 
profitable field. 

So much for the student’s insurance instruction at school. From 
this point it depends upon the particular insurance company or agency 
to which he applies for a job as to the channels through which he 
will progress. Some insurance companies and larger agencies main- 
tain regular schools of instruction in insurance, conducted by ex- 
perienced men. Such instruction usually emphasizes insurance ac- 
counting, fire insurance rating, ocean marine, so-called side line cover- 
ages such as inland marine, use and occupancy and other special 
phases of the fire insurance business. Aside from this special in- 
struction, which is usually carried on through evening courses or at 
times other than regular working hours—the attendance being purely 
voluntary—the procedure of most fire insurance companies as to prac- 
tical experience is somewhat the same. 

In the case of our company, we start all new young men at one 
of two jobs—wrapping bundles and attending to other duties in our 
Supply Department or, should we be amply staffed there, they start 
in the Mail Department, opening, sorting and distributing mail. Equal 
opportunity is afforded all. These positions are usually of short dura- 
tion—seldom more than three months each—but give us an opportunity 
to study the individual, his ability to work in harmony with other 
people and qualities of mind. 

From these points, they progress, as opening occur, to filing, clerical 
work, recording and examining risks. Assuming a young man, with 
the qualifications of a field man, reaches the position of assistant ex- 
aminer or examiner (usually within a period of from one to three 
years, depending on general office movements), it is our customary 
procedure to move such men as ‘‘floaters’’ from one important de- 
partment to another. This includes the Loss Department, Accounting 
Department, Marine Department, Special Risks Department, Auto- 
mobile Department and Brokerage Department. 

From this point, these men are considered eligible for field assistant 
positions under the direction of a seasoned field man, provided he 
possesses or has developed salesmanship ability. Advancement from 
this position is then dependent upon many circumstances over some 
of which we have little or no control. I refer to the usual movements 
within any organization which bring about succession. 

Periodically we review our staff in order to ascertain whether the 
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qualified individuals are receiving proper encouragement and moving 
on to positions of responsibility equal to their capacity. Occasionally 
a weeding out process is necessary where developments indicate an 
apparent lack of fitness for insurance work. 

All during the time the practical training is being givén, there is 
a course in insurance instruction, either at the Insurance Institute 
or by correspondence, available to any employee. The Institute is 
sponsored by fire, marine and casualty insurance companies and is 
well conducted throughout many principal cities of the United States 
and Canada. Its classes are usually presided over by insurance com- 
pany or agency department heads or officials who have specialized 
in a particular branch of insurance. The Institute enrollment was 
approximately : 


1600 in 1934 
2102 in 1935 and 
2628 in 1936 


representing students in 34 states, the District of Columbia, Hawaii 
and 7 Canadian Provinces. Eighty per cent of the enrollment sat 
for examinations. A surprisingly large percentage of the students 
are college graduates, both with and without insurance instruction. 
The method of paying the tuition differs according to company. In 
our case we pay 50 per cent at the time of enrollment, and the student 
pays an equal amount. If they complete the course and pass the ex- 
amination we reimburse the student for his half of the fee. Some 
companies pay all without reservation, and others pay nothing. 

It occurred to me that some idea of value might be derived from 
the opinions of younger college graduates on our staff. One, who 
majored with honors in a full-time insurance course at a duly ac- 
credited Middle Western University, offered what appealed to me as 
representing sound constructive criticism from the viewpoint of one 
who had definitely announced, when entering school, his intention 
of making fire insurance his life’s work and who has been with us 
approximately two years since graduation. In brief, his comments 
were : 

That since being with us, he discovered that his college course was 
inadequate because it did not appear to have a broad perspective of 
the subject from a practical viewpoint and often emphasized less im- 
portant features such as— 


(a) The problems that arise in connection with the application of 
the co-insurance clause in the event of loss. 

(b) The three-fourths value clause which is not widely used except 
in certain rural areas. 

(c) Problems and solutions in connection with particular average 
and general average cases. 
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(d) Conception of insurance and difference between insurance and 
gambling—and a list of others of greater or lesser significance. 


The improvements suggested were as follows—A definite division 
of curriculum into fundamental branches of insurance: life, fire, 
casualty, marine and inland marine. Then, if possible, have instruc- 
tion in each course conform to established, existing conditions in the 
particular field, segregating, for instance, fire insurance into: 


1. Its history, but not too detailed. 

2. Development of the fire contract and other contracts written by 
fire companies. 

3. Underwriting practices, problems and standards, including ac- 
counting and statistical work. 

4. Marketing problems, such as field work and agency development ; 
comparison of various forms of insurance operation and the 
difference between the broker and agent and the laws governing 
each. 

5. Management problems, such as acquisition cost and proper break- 
down of consumer dollar, and personnel. 


All of which where practicable, might profitably be supplemented by 
actual laboratory work in offices of insurance companies during defined 
periods and covering, amongst other subjects, recording of risks, under- 
writing of risks, accounting of risks, loss procedure and agency prob- 
lems. 

In conclusion, I cannot emphasize too strongly the value of the 
opportunity afforded the industry to appear before your Association 
for the purpose of bringing into closer relationship your work with 
the practical side of the business. The more advancement that can 
be made toward bringing to the insurance industry the student with 
an informed attitude toward our business, the more rapid will be the 
progress of these young men after entering our trade. One of our 
biggest problems is to overcome impatience on the part of our younger 
men, who hope to acquire a comprehensive, practical experience in 
a period of time much too limited to give them the proper equipment. 
The apprenticeship must be served, and the length of this service de- 
pends to a large degree on the individual. It is honest to admit that 
the industry has many faults, one of which is a tendency toward com- 
placency. I am happy to say that within the past few years great 
strides have been made in simplification of many formerly complicated 
procedures within our trade, and in addition, we are today offering 
to the public a more comprehensive protection at a lower cost than 
ever before available. Our public relations leave much room for im- 
provement, and there are many other directions in which the young 
man of today who is entering our trade might find new opportunity 
for development and success. 
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DISCUSSION BY 
Proressor Davin McCaHan 


In commenting upon Mr. Herd’s paper, Dr. MeCahan expressed 
regret that Mr. Herd had not had ample time to compile more detailed 
information respecting the nature and contents of courses offered by 
various fire and marine insurance companies, adding that although 
such factual data might on the surface appear dry and uninteresting, 
they would nevertheless contribute much toward bringing about a 
better understanding by insurance educators of company training 
objectives and methods, as well as lead to closer coordination, for cer- 
tain classes of insurance personnel, of the educational functions per- 
formed on the one hand by companies and on the other by colleges 
and universities. 

The wisdom of distinguishing for educational purposes between ‘‘the 
student who is taking an insurance course as an adjunct to a business 
course (probably in preparation for a career in some line of endeavor 
other than insurance), from the student whose announced career is 
insurance or even more definitely fire insurance’’ was strongly favored 
by Dr. MeCahan who called attention to the fact that the Wharton 
School of the University of Pennsylvania has been offering what might 
be called a ‘‘layman’s course’’ since 1926 in which emphasis has been 
laid primarily upon the principles and socio-economic services of the 
insurance institution rather than upon technical details or administra- 
tive practices. ‘‘All students enrolled in the Wharton School must 
take this lay course in their sophomore year and may then specialize 
in the more advanced insurance courses during their junior and senior 
years if so inclined. Too high a degree of specialization in any one 
of the three major branches of insurance is not encouraged however, 
as each branch may advantageously learn from the experience and 
experiments of the other,’’ said the speaker, who believes that ‘‘a 
broad background of knowledge in all fields of business is also desirable 
for insurance leaders who wish to be best prepared for adapting the 
services of their institution to a changing environment.’’ 

Although conceding the desirability of vocational guidance for stu- 
dents, and the possibility of exercising such guidance to route would- 
be foresters, parents permitting, to schools of forestry rather than 
schools of business, the speaker questioned whether suitable standards 
for such guidance could be formulated which would enable anyone to 
determine whether a given individual with capacity and aptitude were 
more fitted for an insurance career,—let alone one in fire, or casualty 
—than for a career in various other forms of business in which there 
would be an opportunity for exercising somewhat similar selling, ad- 
ministrative or executive functions. ‘‘Would it not be better,’’ he 
said, ‘‘for the colleges and universities to educate capable men so that 
they fully understand the ‘why’ of what they may ultimately do in 
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insurance work and for the most part let them learn the ‘how’ accord- 
ing to the practices of the company with which they become asso- 
ciated ?’’ 

‘‘Should we not recognize that an insurance company which wishes 
to secure a fair cross section of the ablest college graduates each year 
is in competition then with other lines of business? If so, is the de- 
velopment of a specialized insurance curriculum the only means by 
which it will be able to secure such a representative group? Or, on 
the contrary, would it not be wise to make a survey of the opportunities 
for a well-educated man to develop, whether in field or home office 
work and then to induct men on a basis which does not necessarily 
ignore certain benefits of apprenticeship training but which neverthe- 
less holds out a real future to them if they make good? There is a 
real question whether wrapping bundles, opening mail or the per- 
formance of other routine duties for an extended period of time, with- 
out any opportunity for further mental development, and without 
any indication that there is a career ahead for which the ambitious 
man may fit himself, will ever attract the type of college men who could 
become the most valuable human assets of an insurance company. On 
the contrary, there is good reason to believe that this plan of induction 
may appeal most to the ‘‘time server’’ who might have done just as 
well without a higher education. 

‘‘The insurance institution merits the best men which our colleges 
and universities can turn out rather than the discards or misfits. Most 
of these doubtless will find their places in the field rather than in the 
home offices. But would it not be advantageous to insurance companies 
as well as to colleges and universities if cooperatively we were (1) to 
make a survey of the types of insurance work into which able, am- 
bitious educated men could go and grow, (2) formulate more clearly 
the broad scope of general business and insurance education which 
could be given in colleges and universities to those who wish to know 
more comprehensively the significance of the service they will be ren- 
dering as participants in the insurance institution, and (3) develop 
company training programs for men educated in collegiate schools 
of business which will enable them to build upon their basic education 
and integrate the ‘how’ of their training in practices and technique 
with the ‘why’ they have previously acquired?’’ 

‘*There are so many variables entering into the educational process 
for any vocation that one may well question the capacity of a graduate 
of two years standing to pass judgment upon the insurance curriculum 
which he pursued in college without at all implying that he may not 
be quite accurate in his criticism. At the same time, can we well con- 
elude that either the educational program along insurance lines of 
a given college or the training program of a given company is in- 
adequate if they have been prepared independently of each other and 
yet each is assumed to supplement and round out the other? My per- 
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sonal judgment would be that insurance educators and leaders in the 
field and home offices of insurance companies might cooperatively 
study the whole problem of education for an insurance career from 
various angles, of which a few have been here mentioned. This Asso- 
ciation would appear to be the logical organization through which such 
a project might be initiated and carried to completion with benefit to 
companies, higher educational institutions, able graduates of coming 
years, and the general public.’’ 
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TRAINING COURSES CONDUCTED BY CASUALTY 
INSURANCE COMPANIES 


LESLIE 


The whole subject of courses of instruction conducted by casualty 
insurance companies is affected by the nature of casualty insurance 
itself. This branch of insurance which includes the miscellaneous 
forms of coverage not coming within the fire, marine or life branches, 
is concerned with a wide range of hazards. The business of casualty 
insurance is highly specialized. The character of the coverages is such 
that a student would not acquire much information about them in the 
course of a general college education, for example, or through other 
channels by which general information is acquired. 

Some of our colleges and universities have recognized the importance 
of insurance as a specialized vocation, and have given it a place in 
their curricula. Of necessity, however, such training is of a general 
nature, Furthermore, consideration must be given to those men who 
wish to enter the insurance business but who have had no opportunity 
to obtain such training. It is, therefore, necessary that a new employee 
or a prospective agent of a casualty insurance company somehow ob- 
tain the required specialized training. Undoubtedly, by fur the greater 
part of this specialized practical education is received through actual 
work for a company. Formal training courses are, however, conducted 
by some of the casualty companies, and it is these courses with which 
this inquiry is chiefly concerned. 

It is understood that the subject of this study relates primarily to 
the training of field representatives and secondarily, to the education 
of home-office employees. The term field representatives as used here 
is intended to comprise agents of various classes, whether salaried em- 
ployees or persons compensated on the basis of commissions, branch 
office managers, employees in branch offices, and brokers. 

In training sales representatives, the aim might be regarded as two- 
fold: first, to raise the level of the company’s service to the public, 
and secondly, to equip a new man to get on his feet quickly and to 
improve the earning capacity of the experienced man who may enroll 
as a student. Naturally, in the long run, these aims contribute to the 
same result, that is, benefit to the public and greater success to the 
company and its employees and representatives. 

The information presented herein has been derived from material 
furnished by stock casualty insurance companies, members of the 
National Bureau of Casualty and Surety Underwriters. The methods 
used in conducting training courses vary to some extent from one 
company to another, but since the requirements of all the companies 
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are basically similar, it is possible to give a general description of the 
educational activities undertaken. 


Home Orrice Sates Courses 


Let us consider first the sales courses conducted at the home offices 
of several of the companies. These courses may be offered to selected 
agents and brokers, or to young men employed to become special agents 
or field assistants or to both groups. If a company operates on a 
branch office system, employees may be trained in this manner for 
employment in branch offices, as well as for agency work. The re- 
quirements for entrance into the courses described here, and the spe- 
cific purposes of the courses vary according to the educational policies 
of a company and its viewpoint in matters of the production of 
business. 

Students may be drawn from a company’s entire field organization 
and may include service men such as claim adjusters, underwriters, 
inspectors, clerks, and payroll auditors. As these courses are con- 
ducted with very specifie practical objectives, it follows that only those 
students whose aims are practical are acceptable. As the director of 
sales training in one of the large casualty companies recently put it: 
“We are not interested in those who want to study solely for the sake 
of studying.’’ 

The local agents selected for admission to these courses all pay their 
own expenses, including transportation to and from the city in which 
the home office of the company is located and their living expenses 
during the period of the course. The companies generally assist the 
student-agents in securing suitable living accommodations while they 
are pursuing their studies. In all cases where complete information 
was available, it was noted that the tuition is free and that the facilities 
of the school, together with all necessary literature and material in 
connection with the courses are offered without cost. 

The home-office sales courses cover set periods of weeks during 
which students spend full days of intensive classroom work following 
earefully planned curricula. They are also obliged to spend several 
hours each evening in the preparation of assignments. Some com- 
panies conduct a fixed number of terms of their sales course a year, 
while others organize classes for their courses at intervals, that is, when 
the number of candidates warrants and the company has need for 
additional trained representatives. 

Curricula 

The curriculum is always designed to cover the forms of coverage 
which the company writes. Preliminary work may be given on the 
fundamentals of insurance; the historical background, the ideals and 
the standing of the company represented; and a company may in- 
troduce any collateral subject thought to be desirable, such as public 
speaking, for example. 
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In the case of a casualty insurance company writing all the casualty 
coverages as well as surety bonds, the essential subject matter of the 
course would probably come under the following topics: 


I. Introduction 
(1) History, traditions, ideals, personnel and relative 
standing of the company 
(2) Method of operation of the company 
(3) History, development, and functions of insurance 
(4) Economic theory of risk and insurance; law of large 
numbers 


II. The major branches of insurance 


III. Casualty Insurance 

(1) History and Development of Casualty Insurance 
(2) Automobile 

(3) Burglary 

(4) Miscellaneous Liability 
(5) Workmen’s Compensation 
(6) Accident 

(7) Glass 

(8) Combination Residence 
(9) Water Damage 
(10) Sprinkler Leakage 
(11) Boiler and Machinery 


Fidelity and Surety Bonds and Forgery 
Risk and Insurance Analysis 
The Management of an Insurance Company 
The Technique of Selling 
VIII. Advertising for Agents 
TX. Accident Prevention Work 


Some of the companies of the casualty and surety group specialize 
in bonding and write only a limited number of the casualty lines. 
Others confine their operations to the writing of only a few forms of 
casualty insurance. The curricula set up by such carriers, would 
naturally be limited in scope to suit their individual requirements. 


Methods 

The methods of instruction naturally vary somewhat in the different 
companies. Class discussions are favored in some of these schools 
rather than lectures; in others the plans indicate that lectures are a 
prominent feature. Generally, the text material for these courses in- 
cludes rate manuals pertaining to the various forms of insurance 
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studied; policy forms; whatever suitable textbooks there may be 
available; files of the successive numbers of the company’s periodical 
publications ; a file of the pamphlets of lessons for the company’s home- 
study course if such a course is given; and other special publications 
of the company. Correspondence files are also used in some classes 
for the examination and study of actual cases handled. Rate manuals 
are studied under the supervision of persons familiar with the applica- 
tion of rates and the current interpretation of rules. Policy forms, 
surety contracts, and other forms and their proper application and 
interpretation are thoroughly mastered. Problems are given involving 
application of the manual and the coverage afforded. Outside in- 
spection tours are conducted in some instances; for example in con- 
nection with instruction in burglary and robbery coverages, banks 
are visited for the purpose of examining equipment. Finally written 
examinations test the student’s mastery of the work covered. 

One system of conducting instruction involves, among other features, 
the assignment of a specific topic to a selected member of the class who 
acts as ‘‘leader’’ of the discussion. In such a case the leader prepares 
a paper on the subject assigned, reads the paper before the class and 
afterward is expected to answer questions which the other members 
of the class may wish to ask. Comments on this practice indicate that 
it proves to be a valuable feature of the instruction; the individual 
responsibility placed upon the student often prompts him to carry out 
eareful research on his subject and to prepare thoroughly his pre- 
sentation. This is a very commendable feature since it provides prac- 
tice for a student in formulating a clear presentation of subject matter 
in written as well as in oral form. 


Since these courses are conducted at the home offices of the com- 
panies, the students are afforded opportunities to observe and study 
the central departmental activities carried on there, and this feature 
is a definite part of the training. Students may even be assigned to 
various home-office underwriting divisions in turn, where they have 
an opportunity to gain practical underwriting knowledge supplement- 
ing that acquired in the training courses proper, and to pick up gen- 
eral information regarding operations at the home office. Those who 
wish to discuss special phases of the business with men at the home 
office, may do so during their period of study there. The companies 
believe that a field representative is better qualified to act for his 
company if he has first-hand knowledge of its plant and acquaintance 
with its personnel. Another advantage enjoyed by the students is 
their close association with others of their group. What might be 
ealled a by-product, but what is, nevertheless, an important feature 
of the home office schools, is this promotion of solidarity in company 
organization and personnel. 


These sales courses are not only thoroughly practical in character, 
but very intensive, the general aim being to give the student a wide 
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30 CASUALTY INSURANCE TRAINING COURSES 
range of workable information in a short period. All information 
imparted is up to date; problems are approached from the point of 
view of current conditions; the student is familiarized with the latest 
developments and trends; and the subject matter is always presented 
from the sales point of view. 

The instructors plan sales demonstrations relating to the various 
types of insurance, thus affording the men opportunity actually to 
practice the recommended methods of producing business. 


Faculty 

In the selection of instructors and lecturers for their courses, the 
companies attach great importance to the matter of preserving the 
practical character of the educational work. In general, the instruc- 
tion in each branch of insurance and each activity in connection with 
the business is given by men who are specialists in the particular sub- 
ject. In addition to a thorough knowledge of the subject matter, these 
men have the authority derived from successful careers in the prac- 
tical application of their subjects. In a particular line of insurance 
the chief instructor is, in some cases, the superintendent of the depart- 
ment of the company dealing with that line. Assistants in the de- 
partment may be members of the teaching staff. Where regular in- 
structors are employed, the companies take care to secure for this 
work, men whose qualifications are such that their teaching is wholly 
practical. 


OTHER TRAINING COURSES 


Besides the home-office schools for field representatives there are 
other training courses of various types conducted by companies, which 
are rather difficult to describe as a group in general terms. For ex- 
ample, one company describes a form of instruction which it calls 
‘‘Field Classes’’. Where there is a sufficiently large group of agents 
at this company’s supervising offices interested in attending meetings 
for educational purposes, weekly classes are conducted during the fall 
and winter months. The instruction is graded, first and second year 
courses being offered. Each course extends over a period of twenty 
weeks and consists of a series of twenty meetings each lasting from 
an hour to an hour and a half. The subject matter of the first course 
is selected from the company’s home-study course. Besides the class 
discussions based upon this material, the student-agents submit written 
papers dealing with test questions and this written work is sent to 
the home office for checking. The second year of field classes is a 
special advanced course based on a study of case material. Many of 
the cases studied are actual business concerns viewed as insurance 
risks. The class discussion centers around the protection needed, and 
the coverages which should be written properly to take care of the 
risk’s insurance requirements. The company which furnished this 
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description of its ‘‘Field Classes’’ reported an enrollment during the 
season of 800 to 1000 students. 

Another form of instruction noted is the ‘‘Claim Adjuster’s School’’. 
This is an annual course covering a definite period of weeks, designed 
for new employees who are to be assigned to field claim offices. The 
school is conducted at the home office and the instruction covers all 
of the casualty lines. In this course the classes are in session full 
working days. 

One of the companies which writes all forms of casualty insurance 
and also surety bonds conducts at intervals, a special course of ten 
weeks’ duration at the home office for young men employed to become 
special agents in the field of bonding. This is a very comprehensive 
course covering the underwriting and sale of all forms of surety bonds. 
Each day’s class sessions extend over a full day except on Saturday. 
After completing the work offered in this Bond School, the student- 
agents are expected to attend the home-office sales course which the 
company also conducts. 

One company describes an educational project which it calls a 
‘*‘forum’’. This is an organization of junior underwriters which holds 
vemi-monthly meetings during the fall and winter months. Its pro- 
grams are of an educational nature. 

This problem of the establishment of separate or special courses is 
naturally a matter of individual company requirements and choice of 


methods of training. The enumeration above merely serves to give 
some indication of the methods found to be useful by certain carriers. 


Home-Stupy Courses 


Several of the companies attach considerable importance to home- 
study or correspondence courses. In some cases this form of instruc- 
tion is very well developed and large numbers of students are taking 
advantage of the opportunities for study thus offered. One company 
states that its average enrollment is between 1500 and 2000 students, 
and indications are that enrollments are increasing. Generally speak- 
ing, these courses are available to employees or representatives of the 
company, whether connected with the home office, or the company’s 
branch offices, or agencies. 

The home-study courses are designed to give the student a working 
knowledge of coverages and rating procedures. The plan is to give 
instruction regarding coverages which are available, methods of analyz- 
ing a client’s insurance requirements, and the manner in which the 
coverages are fitted to those requirements. The company may make 
use of this means of instruction also to inform agents of its under- 
writing requirements with respect to the different policies and surety 
contracts it issues. 

The subject matter included in these home-study courses as well as 
the manner of arranging the subjects varies to some extent from one 
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company to another. One of the older companies which writes all the 
casualty and surety lines groups the subjects included in its home- 
study course according to the following general plan: 


Introduction—Basic Insurance Principles. 


Group I—6 Lessons. Accident and Health; Public including 
Malpractice Liability; Workmen’s Compensation. 


Group II—5 Lessons. Burglary, Theft and Robbery; Plate 
Glass; Combination Residence. 


Group III—4 Lessons. Surety Bonds. 


Group IV—4 Lessons. Water Damage; Sprinkler Leakage; Par- 
cel Post; Personal Effects. 


Group V—5 Lessons. Automobile Bodily Injury and Property 
Damage Liability ; Automobile Fire, Theft, Collision, 
and Material Damage. 


Group VI—6 Lessons, Advertising; Claim Procedure and Serv- 
ice; Agency Management; Premium Collection; In- 
spection and Safety Engineering; Risk and Insur- 
ance Analysis. 


In connection with the above plan it is provided that the student 
may select one or more of the groups, and cover them in any order 
he chooses. 

In some cases the company giving the course includes lessons on 
the history of the organization, the advantages of representing the 
particular company and on the use of any special plans the company 
may employ. 

The general method of instruction involves the distribution of lesson 
material in separate pamphlets or leaflets. With lessons dealing with 
particular lines of insurance, sample policies may be furnished for 
study in connection with the text. The work is so planned as to re- 
quire use of rate manuals and thus familiarize the student with this 
important part of his equipment. Written tests covering important 
points developed in each lesson are given the student. 

Procedure in connection with tests may require that the students’ 
papers be mailed to the division in charge of educational activities at 
the home office for checking, comments, and grading, and subsequently 
returned to the students so they may have the benefit of this judgment 
of their work. Another method of managing the tests in connection 
with a home-study course is to instruct the student to write out his 
answers and hold them for comparison with model answers which he 
receives in pamphlet form with each succeeding lesson from the com- 
pany. It is stated that students value very highly this service in con- 
nection with tests and generally display willingness to do their part 


| 
Sob 
{ 
1 
] 


WILLIAM LESLIE 33 


in completing their written work and submitting it to the company, 
or otherwise complying with requirements of the plan. 

Great care is taken by those in charge of the courses to keep the 
subject matter of the lessons strictly up to date. Those taking the 
courses are kept fully posted on the changes which come about from 
time to time. 

The time required for completion of a correspondence course natural- 
ly depends upon the time devoted to study. The course outlined above 
requires from eight to ten months for completion if one lesson is 
finished each week. 


FEaTURES OF EpucaTIONAL PrograMs OTHER THAN Forma. Courses 

Since specialized training is so important in the education of men 
for work in casualty insurance companies, the question rather natural- 
ly arises as to how the companies which have not established formal 
courses manage the training problem. Although a company may be 


_ small it is, nevertheless, necessary somehow to train employees and 


representatives. 

For insight into this question, the procedure reported by one of the 
smaller, younger casualty companies can probably be regarded as 
typical. At the outset, this company filled its key-positions with com- 
petent men who had gained their experience in other companies. In 
order to develop a competent staff for the home office, each experienced 
man conducted classes pertaining to his particular branch. This edu- 
cational work was carried out, at least partially, during hours beyond 
the regular working day. The methods followed by the several in- 
dividual instructors naturally varied in accordance with the needs of 
particular groups of student-employees and with the ideas of the in- 
structor. That company, which has now been established over ten 
years, states that it has continued to handle the problem of teaching 
new employees on a similar plan, but as the educational work has 
progressed, the teaching has been placed more and more in the hands 
of fewer instructors who have shown special aptitude and liking for 
the educational work. As for field training, that company requires 
prospective representatives first to work and study in the various de- 
partments of the home office; then they are given both written and 
oral examinations by the company’s production manager before taking 
up their actual duties. Such more or less informal educational work 
really represents the formative stages of the elaborate, definitely out- 
lined educational program such as that found in some of the older 
companies. 

Information supplied by the companies discloses a variety of in- 
formal educational devices and schemes. Underwriters or others ex- 
perienced in the business are charged with the duty of giving instruc- 
tion to newly employed clerks who are assigned to them. As clerks 
gain experience, they are assigned to more important work so that 
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they may gradually progress to important positions in the company. 
In such a plan the matter of educating employees of a department is 
largely the problem of the head of the department, and various plans 
are used. 

Men from branch offices or from agencies may be brought to the 
home office for short periods of intensive training in underwriting 
departments; outside claim men and engineers may also be trained 
in this way. Groups of such employees and agents may be assembled 
at the home office at the same time and on such occasions, meetings 
may be held and addresses made by home-office officials. Discussions 
among the men with opportunities for exchange of experiences are 
regarded as a valuable feature of such gatherings. 

Several of the companies state that they encourage their younger 
employees to take the courses relating to casualty insurance and surety- 
ship given by the insurance societies. In the case of at least one com- 
pany, the student employees are each awarded a substantial sum of 
money upon completion of the work and receipt of the final certificate 
of the Insurance Institute. Certain other companies refund to stu- 
dent-employees the fees paid to the Insurance Institute or to the in- 
surance societies for courses upon successfully completing the work. 
In other eases tuition is paid in schools or colleges for those employees 
who enroll to study insurance or related subjects in the evening or 
otherwise while employed. 

Regarding the matter of informal educational means, it is possible 
for the companies to contribute materially to the educational equip- 
ment of their representatives, by the distribution of informative ma- 
terial with suggestions that the material be studied. The companies 
generally issue periodical publications for the information and guid- 
ance of their field representatives. These periodicals contain much 
important educational material relating directly to the forms of in- 
suranee and suretyship transacted by the company together with 
demonstrations of the needs for the coverages, and other matters of 
interest to agents. 

Some of the companies maintain special insurance libraries from 
which employees being trained in regular employment may obtain 
books and other material for reading and study which is often directed 
by a departmental supervisor. 

An educational device frequently found is the transfer of selected 
student-employees from one home-office department to another to 
broaden the viewpoint, knowledge, and experience, such persons spend- 
ing a period of weeks in each department. 

Numerous educational methods and devices are used, each company 
meeting its educational problems in the manner it finds most suitable. 
Companies which conduct sales training courses, correspondence cours- 
es, and various special courses use the practical educational methods 
described above to supplement their formal training courses for edu- 
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eating field men and for training home-office employees, while the 
eompanies which conduct no formal courses covering their educational 
requirements rely more completely on the various devices described. 


EXTENT TO WHICH FormMAL Courses ArE ConpDUCTED 


When one comes to the question of the extent to which the casualty 
insurance companies maintain formal training courses for the instruc- 
tion of their employees and agents, it becomes necessary to decide what 
is to be considered a ‘‘course’’. In Webster’s Dictionary we find the 
word defined as ‘‘a series of motions or acts arranged in order; a suc- 
cession of acts or practices connectedly followed ..... ’”? If this broad 
definition were applied in reference to the present subject, a vast num- 
ber of the companies’ separate educational programs would have to 
be regarded as courses. Numerous formal schedules are found where- 
by new employees or agents, singly or in groups, may receive practical 
instruction, spending specified periods of time at designated activities, 
following a procedure very formally outlined in advance and covering 
a fixed period of time. But, for the purposes of this inquiry, the term 
‘*formal training course,’’ is taken to mean the instruction of students 
in groups, following a curriculum including definite assignments, class 
discussions and lectures, according to the general plan of collegiate 
courses. 

At the time of compiling this report, information had been received 
from thirty-five companies. It was noted that twelve of these com- 
panies conduct training courses variously designated ‘‘sales course,’’ 
‘training school for agents,’’ ‘‘class of field assistants,’’ or other- 
wise, which are described above under the heading ‘‘ Home-Office Sales 
Courses.’’ It was found that nine of the companies conduct corres- 
pondence courses. As to the many other educational devices used by 
the companies, there is considerable variety in method and in the 
extent to which any specific procedure is followed. 

There is ample evidence that the companies which offer formal train- 
ing courses and promote other forms of instruction on the one hand, 
and the men who have taken advantage of these educational oppor- 
tunities on the other, are pleased with the results and consider the 
projects of great value. While a number of the companies do not 
offer formal training courses at present, this does not mean that these 
companies are not interested in such activities. A number of the com- 
panies in the latter group stated that they hoped to establish their 
educational work on a more formal basis at some future time. 


INSURANCE TRAINING IN COMPANIES AND IN U*IIVERSITIES 


The insurance courses given in colleges and universities can pro- 
vide a student with a general background or foundation for his edu- 
eation in practical matters which must follow if he undertakes work 
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in a casualty insurance company. Careful and thorough instruction 
should be given in fundamental principles, a section of the field of 
insurance education in which the subject matter is permanent in 
character. Such subjects as the history of insurance, organization of 
the business, supervision by the state, relation of the business of in- 
surance to industry and commerce, types of carriers and their methods 
of operation, coverages and general aspects of rate-making can be so 
treated in collegiate courses as to form a sound background. However, 
it would be futile for teachers in colleges and universities who are 
necessarily removed from direct contact with the business, to attempt 
to give instruction in details relating to such matters as the use of 
rate manuais and the application and interpretation of underwriting 
rules, for example. Any text book which might be written dealing 
with these matters would almost surely be somewhat out of date be- 
fore coming off the press. Collegiate instruction must be planned on 
broader lines. Later practical training is necessarily based upon 
familiarity with the everyday tools of the business applied under 
eurrent conditions; the student has to be familiarized with the very 
latest developments and trends. For this, he must rely upon the com- 
panies and upon his own study at first hand of the operation of the 
business. 

Apparently this condition is manifest, not only as respects insurance, 
but in matters of professional education generally. During the cele- 
bration of the University of Michigan, last summer, commemorating 
the centennial of its establishment in Ann Arbor, Glenn Frank, former 
President of the University of Wisconsin, gave an address, in which 
he presented his view of what he called ‘‘The Model University.’”’ He 
said : 


‘‘The professional schools.of the model university will, in 
general, differ from existing professional schools in their greater 
emphasis upon broad and deep grounding in the philosophy, 
purpose, and problems of the profession and their more limited 
concern with techniques which may be more soundly mastered 
in the profession itself and which become quickly outmoded 


anyway 
The best result for the whole field of insurance education will be 
attained by fullest cooperation between companies, universities and 
other educational agencies. The present project of this Association 
whereby an analysis of training courses conducted by insurance com- 
panies has been undertaken, is a commendable cooperative effort which 
we in the business of casualty insurance hope will prove most helpful 
to your members. , 


DISCUSSION BY T. C. BOLTON 


DISCUSSION BY 
Proressor T. Coutston Bo.Ton 


The trend of the discussion this morning seems to be that of sug- 
gesting improvement of insurance company training courses. Mr. 
Leslie’s paper on the ‘‘ Training Courses Conducted by Casualty Com- 
panies,’’ is a study of thirty-five stock companies. I, personally, would 
have liked the study to include mutual companies. 

I have been informed about one casualty company’s training course 
which was given by both teachers and insurance men. One comment 
concerning this course was that the professors were all good and got 
their stuff across, but that the insurance men were dull and dry, and 
followed the practice of reading their papers. Another criticism was 
that these insurance specialists were unable to answer questions unless 
they pertained definitely to their own subjects. They did not know 
how certain principles were applied in other fields. Particular em- 
phasis, however, is placed on the fact that the men who give these 
training courses are specialists, and that the work which they offer 
is practical, which is certainly true. 

I know of a company, not included in Mr. Leslie’s study, that has 
just completed a three months’ training course in which sixteen col- 
lege graduates and an approximately equal number of company em- 
ployees were enrolled. Originally five hundred college men had been 
questioned and interviewed. One hundred and fifty of these men 
were sent to the branch office where the training course was to be 
given. There they were interviewed further and finally only sixteen 
were selected to take the course. After completing the course they 
were allowed to determine for themselves whether they wished to enter 
the sales field or become claim adjusters. The students taking the 
course would seem to have been carefully selected. 

Any course that is given should have a head instructor or super- 
visor. Someone must supervise the work and assume responsibility 
for the way it is given. The person in charge will then be able to 
improve the course each time it is presented. It would be well if head 
instructors, supervisors, or those having charge of these training 
courses of the various companies, would get together and have con- 
ferences from time to time and exchange their knowledge, experiences, 
and opinions as to how to improve the work they are doing. It might 
be well for the companies interested to form an Association of Teachers 
for Casualty Insurance Companies for this purpose, hold meetings, 
and cooperate with other institutions and groups having similar in- 
terests. 

The fact that company training courses for the most part consist 
of series of lectures given by men who are specialists in particular 
subjects may often make it necessary for the head instructor to review 
with the class the material of the previous lecturer. He may have to 
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tell the lecturer exactly what he is to talk about. I have been informed 
by one man who has conducted insurance courses for insurance men, 
where the course consisted of a series of lectures by men who were 
authorities on their particular subject, that he himself would after- 
ward ‘‘interpret’’ what the lecturer had said. It was necessary for 
him to go over the lecture at the next meeting of the class. To help 
avoid this he made an outline of the subject matter for his teachers 
to follow and also went over their papers with them before they were 
presented to the class. 

It may be pointed out that most universities and colleges have, at 
one time or another, offered courses which were taught in part by 
men called in from the outside, special lecturers, men who were special- 
ists. Such courses have lacked continuity and at best have been con- 
sidered unsatisfactory. In educational circles they are termed ‘‘ Vau- 
deville Courses’’—one thing after another. 

Another difficulty with courses of this type is to find insurance men 
of authority who can also teach. The fact that a man is an authority 
on a particular subject is no guarantee that he can talk well and ex- 
plain well. Too often a course is a poor one because of the person or 
persons giving it. Insurance men as a rule have not had experience 
in conducting training courses. Moreover, such experience of itself 
would not be conclusive proof that they were successful teachers. It 
is a well known fact that there are a lot of poor teachers in the teach- 
ing profession. If practice is all that is necessary to good teaching, 
all teachers should eventually be good. They say practice makes per- 
fect, but not in teaching. There are, however, teachers who are good 
teachers and there are insurance men who are good teachers. Why 
not have a training course given by good teachers? Select teachers 
who can teach whether they be college teachers or insurance men or 
both. 

But a training course at its best ean be only an introductory course. 
It is only the beginning. Experience must supplement the student’s 
studies and further study must supplement his experience. Too many 
feel that when they have passed a course they are well fitted for a job. 
Nothing can be further from the truth. It is just the beginning. A 
student who graduates from college has just commenced his career. 
A graduate of a medical school must serve as an interne, the law stu- 
dent after graduating must go into a law office and get experience, 
and so it is in many fields of endeavor: Experience must supplement 
our studies. But that isn’t all. We must continue to study and learn 
—we are never through with the job of educating ourselves. 

Moreover, training courses in themselves are not sufficient to give 
one a well-rounded insurance education. There is not enough time 
for the student to do a thorough job. It is necessary for him to cram 
a lot of knowledge into too short a period. Courses to train one to 
do a particular job have been likened to those college courses called 
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‘‘Methods Courses,’’ required to be taken by high school teachers. 
Courses on ‘‘ Methods of Teaching Arithmetic,’’ ‘‘Methods of Teaching 
Bookkeeping,’’ ‘‘Methods of Teaching Salesmanship,’’ ‘‘Methods of 
Teaching Retail Selling,’’ and dozens of other methods courses are 
offered by teachers’ colleges. These courses are for the purpose of 
teaching teachers how to teach various subjects. Some educators feel 
that education in this respect has gotten off on the wrong foot, that 
what teachers really need is a broad educational background. Mr. 
Leslie has expressed a similar idea in his paper when he states that, 
‘*The best results will be attained by the fullest cooperation between 
companies, universities, and other educational agencies.’’ 

We might look at the educational work the banks of the country 
are doing through the American Institute of Banking. College courses 
are offered to bank employees on a large variety of subjects other than 
banking, including courses on economies, investments, finance, com- 
mercial law, accounting, public speaking, and many others. These 
courses are supported financially by the banks. The American College 
of Life Underwriters sets another example showing what can be done 
to give life underwriters a better educational background. This edu- 
cational movement is now being helped financially by a large number 
of the life insurance companies. The same idea should be carried 
over into the casualty insurance field. The life underwriters have 
the C.L.U. (Chartered Life Underwriter) designation and agents en- 
gaged in the fire and casualty insurance business should start a move- 
ment leading to the creation of a corresponding degree in their field. 

In conelusion, I would like to quote from an address delivered this 
year by Mr. Nathaniel H. Seefurth at the annual dinner meeting 
of the National Chapter of Chartered Life Underwriters in Denver, 
Colorado, on the subject, ‘‘Present Day Opportunities for Advanced 
Underwriters.’’ He said in part, ‘‘There are two prerequisites for 
an Advanced Underwriter—one, a professional attitude and second, 
a broad mental equipment. By ‘professional attitude’ I mean the 
attitude that any man such as a doctor or lawyer has toward his 
clients. By a broad mental equipment I mean an understanding that 
goes beyond the mere field of life insurance and annuities. Your 
C.L.U. work indicates the training you have to go through—the ex- 
aminations you take ; the fact that you study in the fields of economies, 
taxes, wills, trusts, corporations and partnerships, and a great many 
collateral things that the outside observer might say were no business 
of a life underwriter. My experience has been that those things— 
that knowledge—is more important than the mere routine knowledge 
of life insurance and annuities.’’ 
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LUNCHEON MEETING 


THE PROPOSED REVISION OF THE NEW YORK 
INSURANCE LAW 


JosEPH J. MAGRATH 


A joint committee of the New York State legislature and many 
people in the insurance world are now reviewing a tentative draft of 
an insurance law revision. It is probable that the draft will be modi- 
fied in many respects before it is adopted although there are some that 
hope it will be defeated in its entirety. 

The committee that drafted the revision was composed entirely of 
New York insurance department officials and employees, including 
Professor Edwin W. Patterson of Columbia University who accepted 
a temporary post in the department during the work. The necessity 
for a complete review of the subject with those affected by its pro- 
visions arises from the fact that it was not practicable to consult with 
all interested persons during the formative stages of the draft. 

Certain obvious mistakes or omissions have already been discovered, 
some controversial points have been debated and some compromises 
will undoubtedly be made. The disposition to defeat the whole pro- 
posal arises from the recognition of the colossal task involved in at- 
tempting to compare in detail the more than 300 pages of the present 
insurance law with the 500 pages of the new draft. While the draft 
may be introduced at the next session of the New York legislature it 
is likely that in fairness to the people in insurance a full year will 
be allowed for examination and consideration of its provisions. 

In addition to the so-called clarification and simplification attempted 
in the revision there is much in it that is new in the way of reform 
and fundamental change. Furthermore, it contains a mass of pro- 
cedural detail covering practices as followed by the insurance depart- 
ment in the past and those that might ecnceivably arise in the future. 

Critics of the proposed law have pointed out that the inclusion there- 
in of opinions, rulings and customs would give an inflexibility to the 
law that would be unfortunate when circumstances are such as to 
justify a modification of these standards. The defense for what was 
done in this respect in the code is that the otherwise informality of 
procedure might not be supported in court actions or might be abused. 
Some of this detail is probably superfluous and should be eliminated. 

The proposed reforms and fundamental changes found in the re- 
vision are designed to produce improved public protection and security 
or modernization in the interest of progress. These should receive the 
support of public-spirited persons who understand them. Some amend- 
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ment or adjustment of the provisions may be necessary but they should 
not be stultified or sacrificed. 

Starting two years before the draft appeared in print the committee 
formulated an outline of the revision and proceeded, somewhat labori- 
ously at times and not without debate, to draw amendments of existing 
law according to the new outline and new sections where thought 
necessary. Sub-committees frequently drew up a preliminary draft 
which was then examined and discussed by the full committee before 
amendment or adoption. 

A complete analysis and discussion of the revision could not con- 
ceivably be embraced in a single talk or lecture. In a condensed or 
outline form I will endeavor to describe some of the important changes 
and additions proposed and the purposes underlying their sponsorship. 

Structurally the present law is composed of nineteen Articles of 
varying length and fifteen of these purport by their title to apply to 
particular types of insurers. Of the remaining four Articles one is 
called ‘‘General Provisions’’; one is called and contains a list of 
‘‘Laws Repealed’’; one covers ‘‘Rehabilitation and Liquidation’’ of 
companies ; and finally one provides for the existence of an ‘‘ Insurance 
Board.’’ Such metters as rate supervision; licensing of agents and 
brokers; investments; assessment of taxes and fees; and form and 
construction of contracts are scattered through various of the articles 
without much regard for the appropriateness of the title. 

The proposed revision contains twenty-three Articles of which 
twelve apply to particular types of companies and eleven deal with 
special classes of subjects. 

Article I of the proposed law contains a number of definitions which 
make any reference to the meaning of certain words unnecessary there- 
after in the law. This is new and should prove helpful if the correct 
definitions have been used. 

Article II deals with the Organization of the Insurance Department 
and includes the provision for the Insurance Board which serves the 
Superintendent in an advisory capacity. There is no change of any 
eonsequence involved. 

Article III covers Administrative and Procedural methods by which 
the Insurance Department would be governed. A more general pro- 
vision relating to the so-called ‘‘immunity bath’’ is contained in this 
article. 

Each insurer examined is required to furnish copies of the filed 
report to the insurance departments of all other states where it is 
licensed. 


The use of injunction as a means of law enforcement is introduced 
and should prove helpful. 

The Superintendent is authorized to maintain a civil action for 
penalties without the necessity of going to the Attorney-General except 
to obtain approval of a compromise, 
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Article IV contains an attempt at a definition of insurance. It is 
a strict definition and may possibly not permit the common types of 
‘*hold harmless’’ agreements frequently given by contracting parties. 

This article also contains the so-called ‘‘extraterritorial’’ section 
dealing with the exercise of insuring powers outside of New York and 
the investment of assets by foreign and alien insurers. In substance, 
foreign (other state) insurers as to all places, and alien insurers as 
to the United States, are limited to the insuring powers allowed by 
New York and investments required by New York. While this is sub- 
stantially the practice today there is serious objection to making it 
part of the law. Other states may adopt conflicting standards with 
similar extraterritorial application which would create a bad state 
of confusion. 

Insurers exempt from the provisions of the law, with the exception 
of the State Insurance Fund and certain agencies of the United States 
Government, are described by type rather than named. This is an 
attempt to get away from the granting of exemptions (for political 
reasons) by naming the society, and substitutes exemptions on the 
basis of organization and type of business. 

Unauthorized insurers are prohibited from maintaining any office 
in the state except for the purpose of adjusting losses on property 
that was located outside the state when the policy was issued. 

The kinds of insurance authorized are included in one section con- 
taining twenty-five sub-sections. These powers are: 

1. Life insurance, including disability waiver of premium, addi- 
tional benefit for accidental death and annuities dependent on the 
life of beneficiaries. 

2. Annuities dependent upon life contingencies. 

3. Aecident and health insurance, including a subdivision thereof 
intended to describe what may be called ‘‘permanent disability bene- 
fits’’ and ‘‘non-cancellable accident and health’’ coverage. The pur- 
pose of making this subdivision is that special conditions may be pre- 
scribed for these costly and sometimes disastrous underwritings. 

4. Fire insurance, including damage caused by smoke, smudge, 
and extinguishment of fire. 

5. Miscellaneous property insurance, including insurance against 
damage to property caused by the elements, insects or disease, ex- 
plosion and acts of human violence such as war, riot and vandalism, 
and damage caused by electricity. 

6. Water damage insurance covering damage by fluids and to 
their containers. 

7. Burglary and theft insurance including all risk coverage on 
money and securities. 

8. Glass insurance, including damage to appurtenances. 

9. Boiler and machinery insurance, including damage to trans- 
mission apparatus. 
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10. Elevator insurance. 
11. Animal insurance. 
12. Collision insurance covering any damage to puipety caused 

by collision with another object. 

13. Personal injury liability insurance eosteilines all such liability 
except workmen’s compensation and employers’ liability. 

14. Property damage liability. 

15. Workmen’s compensation and employers’ liability. 

16. Fidelity and surety coverage, including blanket bonds but ex- 
eluding financial guarantees on borrowed money and mortgage guar- 
antees. 

17. Credit insurance. 

18. Title insurance covering real property. 

19. Motor vehicle and aircraft insurance covering loss or damage 
and property damage legal liability arising therefrom. 

20. Inland transportation insurance, including coverages hereto- 
fore allowed under the marine definition adopted by the National 
Association of Insurance Commissioners and extended privileges under 
personal effects and certain other personal properties. 

21. Marine insurance, including the substance of the marine 
definition regarding imports and exports and the insurance of bridges, 
tunnels and other instrumentalities of transportation and communi- 
cation. 

22. Marine protection and indemnity insurance consisting of legal 
liability insurance on the sea as to persons, vessels and cargoes. 

23. Supplemental insurance of property which ‘‘bridges the gap’’ 
between named perils and all risk. 

24. Property depreciation insurance, a title which takes the place 
of the much vaunted property life insurance. 

25. Mortgage indemnity insurance permitting a limited business 
of mortgage guarantee. 

Important among the changes in powers are the following: 

1. Change of glass insurance from ‘‘breakage’’ to ‘‘all risk’’ and 
the extension of coverage to appurtenances. 

2. Change of collision insurance from damage caused by auto- 
mobile or aircraft to damage caused by any collision of one object 
with another. 

3. Authority for inland transportation underwriters to insure per- 
sonal effects in the home and to insure household contents; and to do 
the various kinds of insurance authorized by the Nationwide Definition 
and Interpretation of Insuring Powers of Marine and Transportation 
Underwriters. 

4. A new sub-section authorizing insurance against loss of or phy- 
sical damage to tangible property from any cause not otherwise pro- 
vided in the law. This would permit collapse insurance, insurance 
against mysterious disappearance, insurance against unknown hazards, 


as 


® 


43 

ty 
n- 
he 
of 
1e- 
1r- 
re- 
ze, 
ast 
Px- 
m, 
to 
on 
ns- 


44 REVISION OF THE NEW YORK INSURANCE LAW 


and in fact, ‘‘all risks’’ if a combination policy is issued. This should 
be a valuable addition. 

In some respects old provisions have been in substance retained in 
order that it may not be said that the revision deprives any existing 
underwriter of any rights even though the overlapping of powers may 
be increased by broadening the authority of others. Complete multiple 
line insuring powers in a single company are not granted for prac- 
tical reasons. 

As to limitation of risk the usual provision of 10 per cent of net 
worth of the insurer has been retained. 

Mutual companies are prohibited from entering into management 
contracts. Past abuses made this provision desirable. Mutual fire, 
marine and casualty companies maintaining a permanent surplus equal 
to the minimum capital and initial surplus of stock companies are 
allowed to issue non-assessable policies. 

Article V lists admitted assets and certain assets not admitted. It 
deseribes certain liabilities and reserves required. 

Insurers are prohibited from borrowing on the pledge of large por- 
tions of their securities without getting approvals. Some insurers 
taken for liquidation in the past were found to have pledged their 
best assets as security for loans to relieve a cash stringency. 

A much disputed and important feature of the revision is the re- 
quirement that policy reserves of all companies be invested in the class 
of securities eligible for life company investment. This is a reform 
designed for improved policyholder protection. The class of such in- 
vestments is described with more care and detail than heretofore but 
may need some amendment. 

Investment in mortgage loans is limited to 15 per cent of admitted 
assets unless the excess of such investments is limited to 50 per cent 
of the value of the underlying realty values, in which event the total 
limit of investment in mortgages becomes 40 per cent. Insurers, other 
than life, are permitted to invest the residue and surplus funds in 
other securities with certain exceptions, such as stocks or bonds of 
insolvent companies, capital stock of the investing insurer, subsidiaries 
that are not insurers or incidental to the business. Insurance company 
stocks when bought may not exceed 35 per cent of the net worth of 
the investing insurer. 

Investments in other than government bonds and insurance company 
stocks may not exceed in any one institution or on all real property 
owned more than 10 per cent of the admitted assets. Collateral loans 
are limited to 75 per cent of market value of the security and an aggre- 
gate of 5 per cent of admitted assets of the investing insurer. These 
are designed to produce diversification and limit of single loss. 

Amortization of bonds is required for life companies and may be 
required of other companies by the Superintendent. Other assets may 
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be valued by the Superintendent at the fair market value. This would 
permit the so-called ‘‘convention values.’’ 

In Article VI the meaning of ‘‘acting as an agent or broker’’ is 
more completely defined than heretofore. A limited use of the un- 
licensed market is permitted on ocean marine and out-of-state risks. 
Brokerage of life insurance is permitted. 

Written examinations for agents’ licenses may be classified into four 
kinds dependent upon the classes of insurance to be transacted by the 
agent. The requirements for study or apprenticeship of insurance 
brokers are made more severe. The practical effect is to require such 
study in a degree-conferring college, the Insurance Society or the 
Insurance Institute, or apprenticeship in desponsible underwriting or 
claim work. 

A broker is deemed the company agent for collection of premium 
on policies he orders. The power of excess line brokers is only slightly 
expanded. 

Publie adjusters must file a penal bond for $1,000. 

Article VII is devoted to the Insurance Contract. It provides that 
a policy must contain the entire contract. This is to avoid incorporat- 
ing conditions by reference. 

In the section on ‘‘insurable interest’’ an attempt is made to recog- 
nize a new type of coverage involving ‘‘personal accident insurance 
benefits payable to persons injured through some responsibility of the 
policyholder. ’’ 

Exclusions in life policies are limited to death from military or 
naval service, suicide within two years and aviation, except as a fare- 
paying passenger on a licensed plane with a licensed pilot. 

Many new provisions are included in the standard and optional 
provisions for various kinds of life, accident and health, annuity, group 
and industrial policies, the details of which are too voluminous to be 
covered here. he exemption of life insurance proceeds from attach- 
ment is made more specific and changed somewhat. . 

Standard provisions for legal liability insurance are broadened in 
seope and a new provision added dealing with non-cooperation by the 
insured, which provides in effect that where no collusion is found the 
recovery by a third party shall not be voided. 

The Standard Fire Insurance Policy is continued subject to the 
authority of the Superintendent to approve modifications adopted by 
the National Association of Insurance Commissioners. The Super- 
intendent is authorized to approve a multiple risk policy including fire 
insurance if it is at least equally as favorable to the rights of the 
policyholder as is the standard policy. 

Article VIII requires rating organizations hereafter formed to se- 
eure a license. 

Rules as to commissions or other compensation payable to agents 
and brokers are to be filed and conformity therewith required. This 
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is regarded as an important change for the reason that rates may be- 
come inadequate as a result of excess commissions. 

Rate deviations by kind or type of insurance are still permitted with 
the approval of the Superintendent. This is a safety valve in the 
rating law and recognizes legitimate competition. 

The provision prohibiting unfair discrimination is modified to per- 
mit recognition of variations in necessary underwriting expense. The 
present law refers only to variations in hazard. 

The penalty provisions are modified to permit the Superintendent 
to impose a direct penalty of $100 for an offense. 

An attempt is made to define the ‘‘risks within the state’’ to which 
the rating law applies. 

The minimum capital and surplus required for organization of com- 
panies are increased rather substantially. 

Casualty company loss reserve requirements are increased and segre- 
gated as between losses and loss expenses. This separation will avoid 
the diminishing of reserves by the device of inflating loss expenses. 

These references to features of the revision may serve the purpose 
of bringing to your notice some elements worthy of further study and 
development, You are educating the future leaders of the insurance 
world and in teaching them the virtues of methods that have been 
proven sound by the test of time you will, I am sure, send them forth 
equipped to meet the demands of progress in a modern world. 
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AFTERNOON SESSION 


THE EFFECT OF SOCIAL SECURITY LEGISLATION ON 
PRIVATE PENSION PLANS 


Rararp B. Rossins 


It is with considerable timidity and temerity that I undertake to 
discuss this subject with you ;—timidity because I know so little about 
it; temerity because I have reason to think that a number of you know 
far more about it than I do. But I take my responsibility lightly be- 
cause I warned your program committee of my ignorance; so if, when 
I get through, you feel that you haven’t had your money’s worth, you 
should go to your committee instead of to me for your rain checks. 

I assume that you are not interested in the reactions of this or that 
particular corporation to the Social Security Law, but rather that you 
want a composite picture, if such is intelligible, to indicate the inter- 
relations of the federal retirement scheme and the pension plans of 
private employers. By private employers I mean those that are not 
tax-supported either in whole or in part. With the exception of non- 
profit organizations, practically all private employers that have estab- 
lished retirement plans are covered by the Social Security Law or the 
Railroad Retirement Act, and I trust that I shall do no great violence 
to them by calling them industrial employers. Thus interpreted, my 
assignment is to consider the effect of social security legislation on 
industrial pension plans and those of private non-profit organizations. 

The non-profit organizations can be handled very briefly. They 
were excluded from application of the Social Security Law at their 
own request. Those that had established retirement plans were there- 
fore under no pressure to change them ; those that had not were under 
no compulsion to establish plans. However, the new law has had a 
profound effect on these institutions. They realize the seriousness of 
being placed in the position of doing less for the security of their em- 
ployes than is required of other employers. The result has been a 
distinct impetus to the improvement and extension of retirement plans 
that had already been established and the inauguration of such plans 
where none had previously existed. Some of these organizations are 
convinced that they were hasty in asking exclusion from the new law 
and there is some talk of asking for removal of the exemption. 

The position of industrial employers is entirely different. They 
were forced to participate in the federal retirement plan. The first 
reaction to the law on the part of those that had established retirement 
plans was to deplore federal interference. Superficial examination 
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of the new law, and a natural opposition to change and to taxes, 
brought forth the charge that the legislation would destroy efforts of 
private industry to care for superannnuated workers. To prevent 
this impending disaster an amendment was introduced by Senator 
Clark to exempt employers with private plans from participation in 
the federal retirement plan. This amendment was considered by two 
sessions of Congress and led to much discussion, but was not enacted. 
A number of its early proponents changed their minds after further 
consideration and a recognition of the difficulties that would be in- 
volved in substituting private plans for the federal plan. /t is safe 
to say that the prevailing sentiment among industrial employers is 
now favorable to a federal plan even though individual employers 
find it desirable to supplement this by private plans, especially with 
respect to better paid employes. 

It is of interest to inquire in more detail as to the effects of the 
federal plan on industrial pensions. As a means of orientation it may 
be well to review very briefly the status of industrial pensions when 
the Social Security Law was enacted in August, 1935. The, most 
thorough review of this subject is by Murray W. Latimer, entitled 
“Industrial Pension Systems in the United States and Canada.’’ 
Latimer concludes that in 1932 there were about 3,722,000 persons 
employed by industrial firms with retirement plans of some kind. 
While this statement is informative, especially in giving an outside 
limit to the number of industrial employees who could expect old age 
support, it should be used with more caution than has been applied 
by many fiends for figures. For instance, the figure has repeatedly been 
rounded off at 4,000,000 and a number of critics of the federal retire- 
ment plan of the Social Security Law have glibly asserted that in- 
dustry had already made a good start by providing retirement benefits 
for this substantial number of its workers and that federal action 
would discourage this laudable private venture in altruism. In fact, 
the charge has frequently been made with considerable emotion that 
the federal plan would automatically compel the scrapping of these 
commendable private efforts, thus substituting inadequate benefits en- 
dangered by the uncertainties of their political environment for sound 
plans with substantial benefits that were just getting under way. 

Because of this intense interest and the use of large figures to im- 
press the importance of a presumed impending danger, it is well to 
get a more definite idea of what the figures really mean. Here are 
some facts for your consideration : 

(1) Of the 3,722,000 estimated by Mr. Latimer in 1932 as mmatatais 
by firms having retirement plans, 1,574,000 were employed by rail- 
roads and related organizations. 

(2) Almost without exception railroads had unfunded non-contribu- 
tory pension plans. With your knowledge of the financial conditions 
of the railroads at the time that national pension legislation was sug- 
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gested you will draw your own conclusions as to the seriousness of 
this element in the impressive figures showing the advance in industrial 
pensions. 

(3) The railroads were by no means the only organizations with 
non-contributory unfunded pension schemes and the figures of 1932 
were larger than the facts justified when the Social Security Law was 
enacted. It is difficult to get accurate, well-supported figures, but in 
March, 1936, Mr. Latimer stated before a Congressional Committee 
appointed to consider a proposal for exemption of private pension 
plans from the Social Security Law, that about 3,000,000 persons in- 
cluding railway employes were then covered by private pension plans 
and that of these about 1,000,000 were in plans having reserves. At 
that time the plans underwritten by life insurance companies covered 
not more than 350,000 persons. This last figure was obtained by 
tabulating data furnished by the principal life insurance companies 
doing this type of business. The remainder of the million is presum- 
ably made up of persons covered by trusteed plans of both the con- 
tributory and non-contributory type and some cases in which reserves 
are separately allocated although not legally segregated from other 
funds of the respective employers. 

(4) Upon withdrawal from service, other than by retirement accord- 
ing to stated rules, any one of the 2,000,000 covered by unfunded pen- 
sion plans stocd to lose any pension rights he may have had and to 
receive nothing whatever in recognition thereof. A definite objective 
of such plans was the short-sighted desire to tie men to their jobs. 

Upon withdrawal from a reserve plan treatment usually depends 
upon whether the plan is contributory or not. If an employe has made 
contributions, he usually gets them back in cash, sometimes with in- 
terest. Almost never can he get more in cash, but a few of the insured 
plans permit him to choose a corresponding right to a retirement bene- 
fit; and, if withdrawal occurs after a long period of service, when the 
retirement benefit is chosen this may include the benefit corresponding 
to the employer’s contributions. There is at least one insured plan 
that requires no contributions from employes but allows a pension 
benefit proportional to the period of service in case of withdrawal 
after a service period of twenty years. 

If the employe has not made contributions explicitly, he faces the 
same prospect in withdrawing from a funded plan as from an un- 
funded one—no eash and, with rare exceptions, no pension rights. 

So much for the facts when the Social Security Law was enacted. 
With some 44,000,000 ‘persons in the United States who were or would 
have liked to be gainfully employed, 3,000,000 had some possible pros- 
pect of retirement benefits; and of these only a third had their assur- 
ances supported by any reserves, while practically nothing had been 
done to create pension equities that could survive changes in employ- 
ment. Too often the employers’ objectives were to facilitate parting 
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with the few who might remain in their service beyond the age of use- 
fulness ; to profit by the good-will that would accompany the announce- 
ment of an apparently liberal retirement plan; and to hold men in 
employment through the threat of loss of pension rights. Little atten- 
tion was given to the interest of the individual employe and he had 
little to say about what was done. This is almost inevitable so long 
as industry is competitive. No employer, however broadminded, could 
survive as an employer if he went much farther than his competitors 
in considering the welfare of employes as individuals. He would be 
eliminated because of the high price of his product. 

And yet the welfare of society demands that the individual shall 
be considered. I have no satisfactory figures with reference to turn- 
over in industry, but we all know by what we see about us that it is 
high. We all have a feeling that the prospects are small that a young 
man in his twenties will be working for the same employer when and 
if he reaches age 65. Significant in this connection is a statement by 
Willard I. Hamilton in 1936 that ‘‘nearly 50% of New Jersey in- 
dustries operating when the depression began have since gone out of 
business, with resulting unemployment.’’ Repeatedly we have heard 
the claim that employers do not discriminate against older men when 
retrenchment in employment is necessary. But no one accepts as his 
responsibility the employment afresh of the men in middle life whose 
jobs have slipped out from under them through no fault of their own 
—to no small extent because of the high mortality of business or- 
ganizations, This is where the need appears for pension equities that 
survive changes in employment—a social need and an individual need, 
but one that industry has not accepted as its responsibility. 

The retirement plan of the Social Security Law has to its credit two 
distinct accomplishments: it extended pension prospects immediately 
to nearly 30,000,000 instead of the paltry 3,000,000 who previously 
had some hope of retirement income; and, more important than this, 
it made this prospect of retirement income independent of employ- 
ment for a particular employer. Otherwise stated, it instituted re- 
tirement equities that will survive changes of employment or even 
continued unemployment. Perhaps this plan is defective in many 
respects; perhaps the benefits or the contributions or both are not 
what they should be; perhaps the plan should be much more widely 
extended. But with all of these shortcomings it gives hope of over- 
coming difficulties that were beyond the power of competitive private 
industry, by the establishment, in recognition of specific service, of 
pension prospects that shall be independent of what may happen— 
other than death—after that service is performed. While industrial 
pension plans centered attention on the employer’s interests, as they 
must, the federal plan ignores the employer entirely—except to require 
that he make contributions and furnish employment data—and centers 
attention on the social problem of planning retirement income for 
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those who work, regardless of where they work (within the eligible 
groups) or how often they change employment affiliations. 

Inasmuch as this federal plan does not apply to the educational 
institutions with which you are connected, perhaps I should remind 
you of its general outlines. To persons of covered classes it promises 
annuities, beginning upon discontinuance of employment after age 
65, of certain percentages of compensation—up to $3,000 a year from 
a single employer—received after December 31, 1936, and prior to 
attaining age 65. These percentages are 44% a month for the first 
$3,000 of the total of such compensation plus 42% a month for the 
next $42,000 and %4% a month for any excess of the total over 
$45,000, with a maximum limit on the annuity of $85.00 a month. 
These individuals and their employers are to be taxed 1% of the same 
compensation during the years 1937, 1938, and 1939, then 144%, 2%, 
and 2%% for successive periods of three years each, and 3% for 
service after December 31, 1948. The plan applies to all employment 
other than farm or domestic service, casual labor, marine service, 
public service—whether state, federal, or municipal—and service for 
railroads and so-called non-profit organizations. 

So much for the setting and the federal plan itself. And now we 
come to the question that I am asked to answer—what has been the 
effect of the Social Security Law on private pension plans? This 
question jis easy to answer—it is as yet too early to tell what will be 
even the immediate effect. While the law was passed in August, 1935, 
contributions for annuity benefits did not begin until January, 1937, 
and benefit payments are not scheduled to begin until the year 1942. 
Considerable uncertainty of attitude awaited a declaration of the 
Supreme Court and this was handed down only on May 24, 1937. The 
initial taxes are not large enough to eall for precipitate action on the 
part of industrialists, even if dissatisfaction exists. It is widely recog- 
nized that the government is offering more for these taxes than private 
industry can provide. 

While it is doubtless too early to judge as to the mass effect of the 
Social Security Law on industrial pensions, it is of interest to note 
the changes that some employers have already made, especially because 
these are of such a nature as to foreshadow, perhaps, what others may 
do. But in so doing we must recognize that the effect of the state 
and the federal social security activities on private pension plans is 
not limited to the provisions of the new federal retirement plan as 
it now stands. The taxes for unemployment benefits and the provisions 
for aid to the needy will be very influential. Furthermore, all of these 
state and federal provisions are subject to change and changes are 
expected before long. Not only so, but plans have been suggested for 
extension of the scheme to include widows’ pensions and sickness bene- 
fits. It would be shortsighted to forget that all of these possibilities 
and the costs involved will affect the industrial pension picture. Hence 
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decisions that are made now may have to be re-considered if and when 
changes in governmental plans increase substantially the correspond- 
ing cost to industry. 

Changes that have been brought about in industrial pensions by the 
social security legislation group themselves roughly according to type 
of private pension provision that has been made. Beginning with the 
railroads, as you are doubtless all aware, a national plan similar in 
many respects to that of the Social Security Law has been enacted for 
railway employes, and it seems probable that this plan will supersede 
practically all of the pension gestures of separate carriers. The ques- 
tion of the justification of this special legislation and the accompany- 
ing exclusion from the Social Security Law is not for discussion here. 
But the very existence of this special plan is my answer as to the 
effect of federal legislation on industrial pensions that covered at 
least a third of all industrial workers who had any pension expecta- 
tions when. the Social Security Law was enacted. 

Turning now to non-contributory plans other than those of the rail- 
roads—whether funded not at all, partially, or with reasonable com- 
pleteness—these plans (with the exception of at least one that is in- 
sured) merely hold out to employes the expectation of certain benefits 
if they retire in service of the particular employers. They usually 
carry a statement that if an employe receives a retirement benefit 
under a governmental scheme, either state or national, payments anti- 
cipated from the employer will be correspondingly decreased. Such 
a clause will of course not affect actual pension payments until the 
year 1942. Some employers have already announced their intention 
of taking advantage of this clause as written. Others—with large 
numbers of employes—have announced their intention of reducing 
pensions to individuals, beginning with 1942, by half of the annuity 
to be received by those individuals under the Social Security Law. 
The reason for the ‘‘half’’—even though many of the plans provide 
for deduction of the whole of the federal annuity—is that only half 
of the federal annuity is a direct cost to the employer and that he ean 
searcely justify decreasing the pension that he contemplated paying 
by more than that for which he is taxed. The few who plan to deduct 
the whole of the federal annuity justify their action on the ground 
that other social benefits require taxes of them and that, inasmuch 
as the special taxes for the annuity benefit will not be sufficient to pur- 
chase the annuities, the employers will be required to help pay the 
bill through other methods of taxation. There is evidence that the 
attitude of employers on this point is affected substantially by how 
hard pressed they happen to be financially. 

Among the fully funded plans that are either trusteed or insured 
a variety of adjustments have been made. In several cases in which 
the employer matches employe contributions as premiums for group 
annuity contracts these contributions have been adjusted to contem- 
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plated taxes under the Social Security Law in such a way that the 
total cost to the employer and to the employe each will be 4% of com- 
pensation until the end of the year 1945, then 44%4% for three years, 
and 5% after that. Adjustments apply to only the first $3,000 of an 
employe’s annual compensation since only the first $3,000 is taxed 
under the national plan. 

In one ease of matched contributions a single sealing of contributions 
to compensation is applied presumably for all years. For those re- 
ceiving less than $3,000 a year the contribution is 144% of the first 
$2,000 and 2% of any excess over $2,000. For those receiving more 
than $3,000 the contribution is 2% of the first $3,000, 5% of the next 
$2,000, 6% of the next $5,000 and 7% of the excess over $10,000. 

Another plan, established January 1, 1937, charges the employe 
2% of the first $3,000 of annual compensation and 4% of the excess, 
the benefit being 1% of that part of total salary on which contribu- 
tions of 2% are made and 2% of that part on which contributions of 
4% are made. The employer pays the balance of the cost. Still an- 
other plan was amended in 1937 to reduce contributions of employes 
from 4.6% to 3.6% on the first $3,000 of annual compensation with 
a decrease in benefit from 2% to 1.56% of that part of total salary on 
which the reduction in contribution is made. Again the employer 
pays the balance of the cost. 


TENDENCIES 


While it takes some time to review the changes that industry has 
already made in adjusting its plans for retirement income to social 
security legislation, we must return to our earlier statement that it 
is too early to draw conclusions from these facts. Many employers 
have not yet got around to making adjustments; many must take 
other matters into consideration ; most employers will anticipate fur- 
ther changes in national plans. However, it seems quite clear that 
the Social Security Law has caused employers to become pension- 
conscious to an extent that they had never been before. This is re- 
flected in an increasing interest in group annuity plans. Also it should 
be pointed out that, when the depression set in, a number of sub- 
stantial employers were on the verge of inaugurating contributory re- 
tirement plans. Many of these plans were necessarily shelved for a 
number of years; and with increasing business activity in 1936 and 
early 1937 some of these employers saw their way to make belated 
beginnings of what had been contemplated some years before. Just 
now some of them may wonder if they waited long enough. 

A tendency that remains to be evaluated is the establishment of 
retirement plans to supplement the federal plan, especially for higher 
paid employes. One thought has been to limit participation in such 
a plan to those receiving $3,000 a year or more and to figure contribu- 
tions and benefits on the excess of compensation over $3,000. Appar- 
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ently this has not been found as satisfactory as having the plan apply 
to all but with different contribution rates for different fractions of 
total annual income. Such schemes of more general applicability seem 
fairer and produce annuities which, when combined with the federal 
pensions, result in total retirement benefits that are more smoothly 
graded to compensation. There is, however, the view in some quarters 
that the Social Security Law will do all that can be expected for em- 
ployes in lower wage groups, judgment varying as to just what this 
means. 

We must not take too seriously any possibly unfavorable effects that 
the federal plan may have on industrial pensions, for the reason that 
has already been brought out—the limited extent to which the de- 
velopment of private pensions has gone, It is entirely misleading to 
suggest that some 4,000,000 people in this country ever had any sub- 
stantial prospects of retirement benefits. Remember that only about 
a million were protected by any reserves; this is only about 2% of 
those who have hopes of being gainfully occupied and less than 4% 
of those covered by the retirement plan of the Social Security Law. 
And furthermore, only a small part of this million have any substantial 
prospect of continuing in their particular employments long enough 
to receive retirement benefits. Under such circumstances it is difficult 
to become alarmed about any harm that might be done to such a move- 
ment by a governmental plan with so much wider application and— 
far more important—with provisions for retirement benefits that do 
not require continuation in the service of any particular employer for 
any particular length of time or until any particular age is reached, 
a provision for retirement benefit that survives transfer from one em- 
ployer to another. This is the fundamental characteristic that in- 
dustrial pensions had seemed unable to incorporate. 

It is, however, gratifying to note a recent tendency in contributory 
industrial retirement plans toward the vesting in employes of pension 
equities created by employer contributions. Rarely would an employer 
listen to such a suggestion some years ago, but many of the group 
annuity plans that have been written in recent years provide that upon 
withdrawal from service after a period of years the employe may take 
with him either all or a part of the pension rights supported by em- 
ployer contributions. The tendency is to shorten the preliminary 
service period necessary for this vesting, although it is still far too 
long, and to increase the equity that is thus assured. Under too many 
of these plans this improvement is not as valuable as it seems because 
the employer’s contribution is quite minor for the younger employes 
—the ones most apt to withdraw from service. 

For a number of years before the Social Security Law was enacted 
there had been a tendency to fund industrial pension promises. This 
was all to the good as was also the tendency to place these promises 
on a contractual basis by means of arrangements with life insurance 
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companies—the only class of corporations authorized to do an annuity 
business. The only pay that any corporation can be sure of its ability 
to keep promises many years hence is through the possession of phy- 
sical property, evidences of ownership, or evidences of debts of others. 
The investmenis of a life insurance company take these forms and 
our laws require that the life insurance companies possess these assets 
to the value of their promises to make future payments such as annuity 
benefits. Hence the fitness of the annuity contracts of life insurance 
companies in implementing retirement plans. 

But to devise methods of funding retirement benefits that will prove 
practical in industry is by no means an easy task. The cost is high 
and competition does not simplify the problem. Among the funda- 
mental complications are the high turnover that exists among in- 
dustrial employes and the difficulty of providing for those well along 
in years when the plan is started. And there is ever to be kept in 
mind that little virtue attaches to a solution of the retirement problem 
if it unduly aggravates other difficulties. 

Because of the high cost of desirable pension plans, that plan is apt 
to win out in competition that shows the least immediate outlay for 
an attractive prospect of benefits. As already stated, some group 
annuity plans accomplish this by arranging for substantial employer 
contributions on behalf of only those employes who are nearing re- 
tirement age. There is something to support this procedure, but if 
the average age of employes increases to a marked extent, the cost 
of such a plan may become embarrassing. It may inhibit withdrawal 
from service on the part of some who could be spared to advantage. 
Even though established with the best of motives, such a plan may 
become actually antisocial in that it intensifies the tendency toward 
a dead line for employment, ties timid souls to their jobs, and tempts 
the employer to use various means of keeping a low average age of 
employes. In industry it seems that sound planning for pensions 
must rest on purposeful saving and the extent of this saving is most 
significant not only as to the magnitude of the pensions but also as 
to the prospect of their payments. 

In conclusion, while it is impossible to speak with certainty as to 
the effect of social security legislation on industrial pensions, it is safe 
to say that: : 

(1) There is little evidence that it has discouraged the formation 
of retirement plans; 

(2) There is much evidence that it has awakened many industrial 
employers to the need for retirement benefits; 

(3) It has probably given impetus to the contributory method of 
providing for retirement income, especially through the use of group 
annuity contracts; most important of all it has encouraged the pre- 
servation of pension equities, in case of withdrawal from service, in- 
stead of the liquidation and probable dissipation for other purposes 
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of whatever start may have been made toward the provision of re- 
tirement income. 


DISCUSSION BY 
C. ArrHur 


Mr. Robbins’ task was to present one aspect of the relations between 
American public and private provision for old age. He has executed 
his mission so admirably that the critic is hard put to find comments 
other than picayune. A paper like his is, I consider, a landmark in 
the history of American social insurance. To find an actuary, repre- 
sentative of a business and a profession noted for its conservativeness 
not to say its caution, take so broad and so sane a view of a problem 
hitherto regarded the concern of private affairs, is significant. (Mr. 
Linton and Mr. Williamson are the only examples I can think of be- 
fore him.) The Government and Ministry actuary abroad is a figure 
on the same plane of importance and prestige as his brother in private 
business. It should be one of the special functions of our Association 
to prepare ourselves to help train the large numbers of American in- 
surance and actuarial students that will be required for similar aon 
here. 

To show how little I have of adverse criticism, I shall confine my 
remarks principally to two omissions. 

Mr. Robbins emphasises less than I should what he would agree was 
the most important single reason for the failure of the Clark amend- 
ment: the gradual realization by the heads of businesses now operat- 
ing voluntary old age retirement plans (other than those insured) 
that the Social Security Act was not making them do something. It 
was asking them to accept something. Most of these businesses had 
been operating old age schemes the very opposite of insurance; but 
even securities as secant and as wobbly as these were beginning to cause 
serious concern to their financial officers. I doubt if any campaign 
for a major amendment to law ever collapsed as swiftly as that for 
the Clark amendment. With a great sigh of relief business admitted 
Government to one more function it had proved it could not carry out 
itself, turned over to Government hundreds of millions of liabilities 
incurred in good faith but liabilities for which private resources are 
simply not adequate. 

In 1936 Mr. Robbins spent some time in England looking into the 
British old age insurance and non-contributory pension schemes, and 
I was rather hoping that he would tell us more of British experience 
and practice in a situation similar to ours. For instance, what did 
the British do with their private plans when, like us, in 1926 they 
decided it was simply impossible financially to continue their old age 
assistance scheme, paid entirely out of Government funds? Were 
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private schemes continued as supplementary plans for higher-paid 
workers, as substitutes for excluded occupations? What has been 
British experience with voluntary Government insurance (this was 
eut out of our Act because of insurance company opposition)? What 
has happened to the scope and benefit level of British private plans 
- as Government old age insurance contributions have risen? Are there 
fewer private schemes than in 1926? Have total old age security 
costs, public and private, risen? Does the British employer reason 
that if he must pay for compulsory insurance he is excused from con- 
tinuing his voluntary efforts? I don’t know the answers to all these 
questions but it is my impression that as public provision is expanded 
private efforts relax. Is this correct? 

We may sum up the central issue suggested by these questions and 
observations in this statement. It is impracticable for employers alone 
to provide for their workers’ old age. The very pick of our corporations 
have had to give up the attempt. More important, it is impracticable, 
if European experience means anything, for employers and workers 
together to finance the program. In Great Britain today the central 
Government contributes no less than 37 per cent of the cost of con- 
tributory pensions, in Germany 40 per cent. Moreover, as the popu- 
lation of these countries matures—they are older than we—the pro- 
portion of Government to total burden will increase. And this is not 
the whole story of Government old age costs. Both Britain and Ger- 
many, like we, protect also the great numbers of persons—in Britain 
today they outnumber insured pensioners—not covered by the old age 
insurance law. (Germany has no special category for old age relief 
—it is handled by the local governments as a part of the general 
residual relief system—so that it is not possible to give this additional 
cost.) The British, like we, have a separate old age (non-contributory) 
pensions plan. If we include the costs of this plan (all on Central 
Government) British Government today carries no less than two-thirds 
of total old age costs. The rest is distributed among special taxes on 
employers and workers. 

There are many comments one might make on this foreign ex- 
perience, but I shall content myself with one. On paper we have a 
contributory old age scheme financed entirely out of taxes by the 
worker and his employer. We are not certain at all that these are 
not pitched too high. But if European experience means anything, 
even these will not be enough. Our scheme does not include either 
invalidity or survivors’ pensions, and soon or late these will be added, 
with the possibility of at least a doubling of costs. The social and 
political necessity of raising the benefit level for the first and lower- 
paid pensioners, in order to equate them more nearly with non-con- 
tributory assistance benefits, will further raise costs. The conclusion 
is inescapable: Government here as elsewhere must and will contribute 
directly to old age insurance. 
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Incidentally, if benefits are raised and contributions remain as they 
are, the reserve bogy will disappear like that. The full reserve got 
into our system because we were so intent on making old age insurance 
‘‘self-supporting’’, that is, supported entirely out of special taxes. 
At least two collateral objectives were also achieved: to meet out of 
current fund income at least a part of the accrued liability of the last 
3€ ,ears (to pay fairly decent ‘‘unearned’’ pensions to people reach- 
ing 65 in the first years of the scheme) ; to maintain a level as against 
an ascending contribution rate. I do not mean io ignore either the 
great advantage to the Treasury of an automatic market for Govern- 
ment bonds. But the key-reason for the full reserve is the American 
notion that Government should not be asked to help pay for old age 
insurance. 

I shall not apologize for expanding the discussion to embrace a 
subject that might be called: The effect of social security legislation 
on all our plans, public and private. The gist of the matter is that 
for those happy few who can afford them, private plans will go on. 
Public compulsory old age provisions, here as abroad, will be the hope 
and shield of the great majority. 
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THE FUTURE OF DISABILITY INCOME INSURANCE 
OLIveER THURMAN 


Disability insurance, like life insurance. did not originate in Amer- 
ica. Sixty years ago such protection was made a part of life insur- 
ance written in Germany, and about twenty years later, in 1896, the 
first disability clause appeared in the policy contracts of an American 
life insurance company. The clause read as follows: 


‘It is further especially agreed that if at any time upon 
acceptance of due and satisfactory proof of the total and per- 
manent blindness or deafness of the insured hereunder, or that 
said insured has become totally and permanently incapacitated, 
either by accident, bodily or mental disorder, the said insured, 
in lieu of all other benefits and advantages accruing hereunder, 
shall be entitled to either of the following options: 

‘First: From the date of such proof the premiums payable 
hereunder shall be discontinued or remitted, and this policy 
shall thereafter be maintained subject to the conditions en- 
dorsed hereon from the equation reserve fund. 

**Second: Such a Disability Life Annuity in exchange for 
this policy as its face value will purchase at the then age of 
the insured, according to the Table of Disability Annuity rates 
endorsed hereon.’’ 


You will note that, somewhat contrary to the generally accepted 
opinion, the first concept of disability insurance included disability 
income as well as waiver of premium. In event of disability, the 
policyholder was offered either the continuation of his life insurance 
protection without the payment of further premiums, or a monthly 
income for life, which was, in effect, an advance payment of his life 
insurance death claim. 

This innovation in life insurance practice created but little interest 
at that time. It was eight years before the second American company 
issued a policy providing disability coverage, and its provision was 
for waiver of premium only. During the next two years, only seven 
more companies joined the pioneers. Then the acceleration began, 
for during the following five years, 150 companies adopted some form 
of disability benefits. By 1928, all American companies, save one, 
had adopted clauses providing for some form of disability insurance. 
At first most companies limited their disability benefits to the waiver 
of premium—the first option offered in the original American clause. 
Subsequently, the second idea of paying disability income, found in 
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the original clause as an annuity payment, was generally adopted by 
a provision for the payment of the life insurance in annual instal- 
ments in the event of disability. Still later, after many experimental 
changes, came the practice of paying monthly incomes without the 
diminution of the amount of insurance payable at maturity of the 
policy. 
You will recall that in the original clause, benefits were to be paid 
upon acceptance of proof that the insured ‘‘has become totally and 
permanently incapacitated.’’ Other companies, in adopting this clause, 
added the words: ‘‘from pursuing any gainful occupation,’’ or words 
to that effect. It does not appear, however, that the inclusion of these 
words indicated that disability income was offered for the purpose 
of indemnifying against the loss of one’s earnings. 

Disability coverage was frequently given to those who had no earned 
income but who lived upon income from invested capital or from other 
sources. It also frequently occurred that disability income was grant- 
ed to a man for an amount in excess of any income he had ever earned 
as a result of personal effort. Thus, errors in underwriting and in 
contracts, jointly, were responsible for the difficulties that subsequent- 
ly became apparent. 

Excellent underwriters of life insurance were poorly equipped to 
perform this new underwriting function that was thrust upon them. 
Through costly experience, they had to learn that many excellent risks 
for life insurance were poor risks indeed for disability income insur- 
ance. For instance, they had accepted violinists readily as life insur- 
ance risks, but because their capacity to work might be destroyed by 
a slight accident to hands, violinists cannot be considered good dis- 
ability risks. Similarly, actors, whose loss of voice would destroy 
their earning ability, are not satisfactory disability risks, even though 
an individual might be considered to be a good life insurance risk. 

The first disability clause, back to which we have been looking, pro- 
vided disability benefits in case the policyholder became totally and 
permanently blind or deaf, or totally and permanently incapacitated. 
Clauses subsequently in use provided for disability payments in the 
event of total and permanent disability, specifying that under the 
contract the loss of both hands, or of both feet, or of one hand and 
one foot, or the sight of both eyes, ete. would constitute disability. 
The effect of competition was keenly felt, and the companies seemed 
to vie with each other in setting up ali manner of frills in their dis- 
ability practices, without due regard to their effect upon the cost of 
the coverage and without necessary modification in underwriting 
standards. The indemnity idea, so essential to sound underwriting, 
was destroyed, for instance, when disability income payments were 
made because one had lost his hearing, notwithstanding the fact that 
he was still able to earn considerable income. 


Mr. Edison might have been able to qualify for disability under 
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such a contract long before he had completed many of his most valuable 

inventions. Also, a politician might still be able to do very well after 

losing both feet—at least such impairment would not prevent him 
from running a very good race for public office. 

Similarly, the word ‘‘permanent’’ was wholly inadequate for con- 
tract purposes ; it needed definition. It was soon thought desirable to 
qualify the word by a stipulation that disability continuing for a cer- 
tain period of time (usually three months) would be presumed to be 
permanent. From this it will be observed that the companies made 
payments which were not limited to those resulting from total and 
permanent disability. As a matter of fact and experience, the com- 
panies were writing insurance for partial and temporary disability, 
and disability income was paid to thousands who were quite capable 
of earning a living. 

It is no wonder that such contracts were constantly before the 
courts for interpretation. Neither are we surprised to learn that the 
courts in the forty-eight states were in great disagreement, and that 
their judgments ranged all the way from the extremely liberal view 
to one that was most conservative. Also, company officials, with their 
most conscientious attempt to administer disability claims, found it 
impossible to render decisions that satisfied themselves or their claim- 
ants. What one company did in a given locality frequently em- 
barrassed other companies in their attempts to administer the same 
claim or other claims that the public considered to be of equal merit. 

The way life insurance salesmen used the disability clause aggra- 
vated the situation. Agents did not fail to emphasize favorable claim 
settlements in selling new insurance. Ignorantly or willfully, they led 
prospects to believe that disability benefits were of far greater value 
than they actually could be under conservative methods of claim ad- 
justments. A mad competitive scramble for new business centered 
around the disability clauses in life insurance. Much life insurance 
was sold, not primarily because of its specific worth, but largely be- 
eause of the appeal disability made, when, through skillful advertise- 
ments, it had taken hold of the imagination of the insuring public. 

It seemed that the entire atmosphere of home offices was perfumed 
with an intoxicating disability aroma. Underwriters were accepting 
unsound risks blindly, or were doing so reluctantly under the pressure 
that came from many directions. Efforts to keep the amount of dis- 
ability income well within the applicant’s normal earnings were woe- 
fully ineffective. It was possible for a man to purchase disability in- 
come from a number of companies, thus building up an amount that 
made a good case of nervous prostration most profitable and attractive. 
Many such eases of nervous prostration were treated for an indefinite 
time by much golf in some sunny clime. 

As we look back over this history of disability underwriting it is 
almost unbelievable that life insurance companies, that have so richly 
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deserved a reputation of conducting their business upon sound and 
scientific foundations, should not have foreseen the dangers which 
they subsequently encountered. Published statistics show that the 
operating losses, in part compensated by dividend adjustments, have 
been substantial. 

During this time, changes in policy provisions, in underwriting 
standards, in methods of claim adjustments, and in rates were made 
constantly by the companies, acting individually and also as the result 
of several co-operative attempts to stem the tide of adverse experience. 
About ten years ago, Insurance Commissioners began to take an active 
hand, and committees were appointed, constituted of department 
actuaries and company actuaries, for the purpose of creating stand- 
ards that might be universally employed. Coincident with this effort 
on the part of the commissioners to effect better control, the companies 
themselves began to withdraw from the field of disability income 
underwriting. Many of the largest and most prominent companies 
discontinued all forms of disability benefits save waiver of premium. 
Within a relatively short time, the situation was changed from that 
in which practically all companies were actively and competitively 
engaged in disability underwriting to a condition in which the com- 
panies writing a very large percentage of all life insurance produced 
felt that their contracts and rates were inadequate, and they prac- 
tically abandoned the disability income field. At the present time 
the production of disability income insurance is only a small fraction 
of the amount that was written a few years ago. 

The following definition of disability is typical of definitions now 
generally used: 


‘*Total disability means incapacity, resulting from bodily 
injury occurring or disease commencing after the issuance of 
this agreement, to perform any work or to engage in any occu- 
pation whatever for remuneration or profit. 

‘‘The company will recognize the entire and irrecoverable 
loss of the sight of both eyes, or the severance of both hands 
at or above the wrists, or of both feet at or above the ankles, 
or of one entire hand and one entire foot, as total diability.’’ 


In the letter inviting me to deliver this paper, it was stated that 
the company I represent ‘‘has continued to grant disability coverage 
when others have withdrawn it, and we would like to know why this 
policy has been continued, and also to have a discussion of the essen- 
tial problems which surround this type of coverage.’’ To make ad- 
equate response to that request, it seems necessary to set up the ex- 
perience of the Mutual Benefit in this field of underwriting against 
the historic background I have developed. The plan under which we 
are operating differs basically from the plans employed by other com- 
panies, and for that reason, if for no other reason, it becomes an in- 
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teresting and important part of the total experience out of which the 
companies will evolve their policies controlling the future develop- 
ment of disability income insurance. 

Briefly, the Mutual Benefit was never willing to undertake the 
writing of disability insurance under the definitions of total and per- 
manent disability generally employed; and notwithstanding competi- 
tive disadvantage during the time when disability income made such 
an outstanding appeal to the buying public, the company did not find 
a way to supply such coverage, satisfactory to itself, until 1929. The 
company officials recognized the propriety and justification of dis- 
ability as an indemnity against the loss of earnings that one might 
experience as the result of sickness or avcident. They sought for a 
way to offer such protection in a contract that would not require, in 
the administration of claims thereunder, that present or future com- 
pany executives use discretion in its interpretation. They sought a 
contract so definite in its terms that all must give it the same inter- 
pretation. 

The Mutual Benefit felt that disability should be considered as in- 
demnity against the loss of earnings as a result of accident or illness, 
and that sound underwriting would require a pro-rate provision so 
that the Company’s liabilities would be reduced, if, as a result of 
insurance in this and other companies, the total income to be paid 
closely approximated the amount of the insured’s earned income. You 
are familiar with this pro-rate principle in fire insurance. Its purpose 
in disability insurance, of course, is to eliminate the hazard of over- 
insurance and to provide the sound principle of co-insurance that is 
found in other forms of indemnity. 

The purpose of adding the disability provision to a life insurance 
policy was, of course, to make the protection more complete for the 
policyholder. If the addition of the disability clause complicated the 
speedy administration of death claims, as, in practice, rather frequent- 
ly it did, the seeming advantage became a disadvantage. The Mutual 
Benefit conceived the idea that if, instead of inserting a disability 
clause in a life insurance policy, a separate contract were employed, 
to make provision for disability coverage, both the insurance policy 
and the disability contract would be more flexible. A separate dis- 
ability contract would also facilitate adjustments when the insured, 
by change of occupaticn, reduced or increased the company’s risk ; and 
would facilitate the automatic termination of such benefits to one who 
had ceased to earn the income against which he was to be indemnified. 

The Company also felt that disability contracts should provide for 
eash values, since the operation of the business requires the setting 
up of reserves. 

Furthermore, you know that mutual life insurance companies charge 
premiums considerably in excess of the expected cost of the insurance, 
and cost adjustment is made by the payment of dividends. The 
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Mutual Benefit believed that wise management should be ultra-con- 
servative in establishing disability rates, and that the mutual prin- 
ciple should be upheld by return of the redundancy in premiums 
through dividends. 

With these and other thoughts in mind, a contract was prepared, 
to be issued as a supplement to a life insurance policy, the supple- 
mental contract to be effective only so long as the life insurance should 
be continued in full foree. For reference, a complete copy of this 
contract is appended hereto. You will note in it that the insured 
will be regarded as totally disabled when, by reason of sickness or 
accident, his earned income is reduced to one-quarter of what he earned 
prior to his sickness or accident. The contract defines earned income 
also, and the definition follows closely that used for income tax pur- 
poses. This definition of disability furnishes an exact standard of 
measurement, and gives the contract a real, definite value beyond a 
general reliance upon the general good faith of the company, to be 
exercised when claims are presented perhaps many years hence. While 
it might be thought that in some cases it might be difficult to establish 
the facts as to the loss of earnings, the definition of disability is never- 
theless clear-cut, and is not susceptible of two interpretations. In 
actual operation over a period of nearly nine years, little difficulty 
has been experienced. 

The contract provides that the disability will be regarded as per- 
manent while the loss of at least 75% of the insured’ 's earned income 
continues as the result of disability. 

This contract was submitted to the several state insurance depart- 
ments in the spring of 1929, since which time it has been issued in all 
the states where we transact life insurance business, except Massachu- 
setts and Wisconsin, 

The Company’s experience has been satisfactory, in spite of the 
fact that it has been developed during the very period when disability 
insurance generally was being most severely tested. The depression 
began in the fall of 1929. Insured persons who became unemployed 
or whose earnings were greatly reduced were made sick, both in body 
and in mind; and claims, made on account of disability in their policy 
contracts, mounted higher and higher. This condition intensified, to 
a degree which might not otherwise have been reached, the results of 
the weaknesses of the disability plans followed by the companies gen- 
erally up to that time. 

Not only was the Mutual Benefit’s plan such as to make possible 
safe operations for the Company—a profit being shown each year— 
but also it was possible to administer claims to the satisfaction of 
policyholders. Proof of this is seen in that only two suits have been 
brought by policyholders. One was withdrawn, and the other settled 
by compromise. 

At first no commissions were paid to agents on account of Mutual 
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Benefit disability insurance policies. Later the Company felt that the 
experience, although satisfactory, could be bettered through a broader 
spread of disability coverage among our policyholders, so premium 
rates were increased to provide for commissions. Since 1936 agents 
have had this added incentive to promote the sale of a larger volume 
of disability insurance. 

In the midst of such chaos as now exists, you ask, ‘‘What of the 
future of disability income insurance ?’’ 

In the immediate present we find that only a limited number of 
companies are writing disability income insurance. Of the companies 
transacting business in New York, the Mutual Benefit alone continues 
to write, without change, a contract providing for $10 per month for 
each $1,000 of insurance. Ten years ago, $10 per month was almost 
the universal practice, but now most companies that issue any income 
insurance at all, limit the amount to $5 per $1,000. 

The companies which have adhered to the old plan seem to be more 
concerned in liquidating losses resulting from their former disability 
operations than they are in establishing a new basis for conduct of 
disability insurance. However, when the time comes, wise company 
management may be relied upon to overcome the difficulties that are 
now apparent, and to devise a safe plan for the future. 

Out of the experience of the past, it would seem that certain prin- 
ciples and fundamental practices have won the right to a place in the 
future plans for disability insurance. 

In January, 1932, Mr. Edward E. Rhodes, Vice-president of the 
Mutual Benefit presented a paper to the British Institute of Actuaries 
on the subject, ‘‘Is Disability Insurance Practicable?’’ Therein he 
stated that his observations ‘‘led him to the conclusion that disability 
income is practicable and can be conducted without incurring a finan- 
cial burden if the following rules be observed: 


**1. The policy contract must be framed throughout as a 
contract of indemnity. 

‘*2. The contingency insured against must be the occurrence 
of a pecuniary loss as the result of disease or accident. Mere 
incapacity to earn income through injury or disease is not 
sufficient. 

‘*3. The standards of selection must be those which apply 
to health and accident underwriting. 

‘*4. Claims should be allowed or disallowed in accordance 
with the terms of the contract and without regard to the effect 
which disallowance would have upon the life business of the 
company. After a claim has been allowed, there must be con- 
stant watchfulness to see that payments are not continued be- 
yond the date of recovery. 
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‘5. A prompt presentation of claims should be required 
by the terms of the contract. 

**6. I have placed the matter of premium rates last because 
in a very real sense I regard them as the least troublesome phase 
of the matter. I am convinced that any table of rates which 
a conservative actuary is likely to adopt will suffice if the other 
conditions to which I have referred are observed.’’ 


The six following years have given abundant evidence to amplify 
the significance of that statement. 

Eliminating all purchases of disability insurance where the element 
of speculation was unduly great, the residue of disability insurance 
purchased in good faith is impressive and indicates a genuine desire 
upon the part of many insurance buyers to secure with their life in- 
surance this added safeguard. Fears for the economic security of 
one’s dependents and himself center around four major causes of 
financial distress: premature death; ‘‘living death’’ (or disability 
which destroys one’s economic value) ; enforced unemployment; and 
old age dependence resulting from poverty. Life insurance, render- 
ing a great humanitarian service, is mitigating the evils of the first 
and the last of these. Death benefits and old age retirement funds 
are provided with mathematical accuracy and scientific certainty 
through life insurance. Unemployment seems to be a problem, the 
economic solution of which at least for the present, lies beyond the 
field in which life insurance companies may safely operate. Disability 
insurance continues to be both an opportunity and a responsibility 
of life insurance companies. 

To answer the specific question suggested by the subject of this 
paper, I think the Mutual Benefit plan, accompanied by adequate 
premiums, sound underwriting, and proper treatment of claims, prom- 
ises a future for disability income insurance which should be satis- 
factory to the companies and the public. 


DISCUSSION BY 
LAURENCE J. ACKERMAN 


This discussion can conveniently be subdivided into what happened ; 
why it happened; and the Mutual Benefit’s solution. 

The losses of the companies from disability insurance have been 
appalling. For the five-year period ending December 31st, 1936, the 
aggregate losses of the companies reporting to the New York Insur- 
ance Department approximated 115 millions. This is a sizable sum. 
It has been partially mitigated by dividend deductions. 

If we seek the causes for this debacle, we find an entangling wilder- 
ness of conflicting data and opinions. To extract all the reasons and 
evaluate them is beyond the scope of the present task. However, a 
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few can be suggested: (1) Liberality in underwriting. Mr. Thurman 
effectively pointed out that the life underwriters were suddenly 
plunged into a new and bewildering world of experience. Harrassed 
on the one side by the agents and on the other by company competition, 
they were given little time to stabilize and verify their thinking. As 
such they can hardly be blamed for applying life insurance under- 
writing techniques to disability applications. Physical factors of small 
significance in life insurance, e.g., a tonsilectomy loom great in dis- 
ability underwriting. New moral factors found their way into the 
underwriting equation. Farmers are known for their longevity, but 
their disability experience has been tragic. The same may be said 
of female risks. (2) Over-insurance. Again, as Mr. Thurman point- 
ed out, the indemnity concept was relegated to the limbo of forgotten 
truths, Life insurance criteria marked the limits of disability cover- 


age. 

It is interesting to note that the Fidelity Mutual, back in 1896, 
sensed the problem. The application contained a warranty that the 
assured’s income per week exceeded his gross income under all policies 
and that all future disability policy purchases would be reported to 
the company. 

Dr. Hoare of the Penn Mutual Life Insurance Company, in an ad- 
dress before the Association of Life Insurance Medical Directors, in- 
dicated that the claira incidence was higher among the larger policies. 
In other words, jumbo experience was repeating itself in disability. 
(3) Failure to underwrite the agent. Better selection at the source 
would have assured better prospects. (4) Lack of cooperative action 
in claim adjustments. This resulted, to a large extent, from differences 
in policy provisions. (5) Lack of uniformity in policy provisions. 
(6) Uncertainty in the definition of ‘‘total and permanent disability.’’ 
(7) The depression. (8) Increasing claim-mindedness: An inevit- 
able factor that will occur after a number of years of the sale of a 
type of insurance. (9) Lack of experience. This of itself is no 
obstacle. All insurance had a beginning in which judgment rating 
held sway. However, lack of experience should have been the warning 
for cautious, mincing steps instead of giant strides. (10) Extension 
of benefits to advanced ages. Here experience was virtually absent. 
Further, there was the baffling task of differentiating between the 
general ill health of old age and specific disabilities. (11) Inadequacy 
of premium rates. High premium rates do not necessarily spell safety. 
They also have a tendency to repel the good risks. This leaves the 
undesirable residue who will buy at any cost. But some contingency 
factor for possible adverse experience should have been introduced 
into the premium. 

Against this background, the Mutual Benefit had the will to ex- 
periment with a new type of disability provision. It would be pre- 
sumptuous on my part to essay any definite appraisal of the clause. 
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Mr. Thurman has lived with this clause since its inception. His judg- 
ment is entitled to full credence. There are just a few questions which 
I should like to raise. 

Has the experience of the Mutual Benefit been of sufficient duration 
to permit of any definite conclusion? It is a lusty healthy youngster 
of seven. But still a youngster. The other companies enjoyed fifteen 
years of health before they were struck by the sword of disaster. 

It is interesting to note that the Mutual Benefit’s premium writings 
have been small. The forty-four companies reporting to the Connecticut 
Insurance Department had a disability insurance premium income 
for 1936 of $55,258,530.19. This would give an average of about a 
million and a quarter for each company. The Mutual Benefit’s dis- 
ability insurance writings for 1936 were $193,485.87. This raises the 
question as to the mainspring of the company’s success. Was it ultra- 
conservative underwriting? Was it the clause? Or, perhaps, was 
it a combination of both? 

What conservative underwriting can do is illustrated by this com- 
parison: In 1928, fifteen United States companies in the billion-in- 
force class paid out 68% of the disability premiums collected. On 
the other hand, fifteen of the smallest companies, of the hundred 
million-in-foree class, paid out only 29% of the premiums collected. 
The answer offered for this contrast is—conservative underwriting. 

The definition of total and permanent disability in the Mutual 
Benefit’s contract is superior to anything offered to date. The term 
‘‘earned income’’ may give rise to some vexing problems. How would 
you classify drawing accounts of salesman which are charges against 
future sales; profit sharing by employees; Christmas bonuses; free 
medical care; free group insurance; supper money; free luncheons; 
to mention a few. Suppose one receives his wages in notes, or shares 
of stock. What of the person—e.g., the farmer—who keeps incomplete 
records, or the person whose income fluctuates greatly. There is some 
room for definition and its corallary, the calculation of earned in- 
come. Is there any better solution? I doubt it. As contrasted with 
the older clauses, the Mutual Benefit definition has made tremendous 
strides towards definiteness. 

The use of a separate contract for the disability benefits may pre- 
clude the tapping of the life insurance dividends if experience should 
become poorer. Along the same lines, privilege of withdrawing one’s 
eash value may not be in the interest of ultrasafety if experience 
should run bad. 

The provision for change of occupation is excellent. Yet the privi- 
lege of the company to cancel if the assured changes to a noninsurable 
occupation may impair the saleability of the contract. 

There is the further possibility that an assured may step into a non- 
insurable occupation and fail to notify the company. He continues 
to pay premiums. Then, when he becomes disabled, he discovers that 
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he was not insured for several years. He was definitely at fault. How- 
ever, it may be hard to convince him of it. The effect on good will 
may be serious. 

The pro rata clause raises the difficulty of treatment of claims where 
each policy of the assured has different disability benefits. From the 
wording of the pro rata clause, it is not clear whether benefits given 
by trade unions or company health plans are included in the caleula- 
tion of the 75% limit. 

Finally, there is no attempt to adjust benefits to increasing age. 
If disability income is to replace income lost through illness or acci- 
dent, then there appears justification for such an adjustment. At a 
certain age one’s income naturally begins to decline, e.g., roughly be- 
tween fifty and fifty-five for white collar workers and forty-five for 
the manual laborer. Why not reduce their disability income when they 
attain these ages? 

But all these questions are not insuperable problems. Many of them 
are probably answered by the company’s underwriting policies. We 
can express our deep gratitude to the Mutual Benefit for its courage- 
ous, thoughtfully conceived plan to put disability insurance on a pay- 
ing basis. Disability insurance must and will be written. The Mutual 
Benefit has taken a forward step in bringing it back to the public. 
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